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Editorial Comment 
At this time the eyes of the business man are 
Canadian turned to the annual reports of the chartered 
Prosperity banks which over the years have come to be 
regarded as dependable guides in estimating 


_future trends in commerce and finance. Engaged as our 


Dominion is at the moment by the side of the Empire and 
France in a war for the restoration of faith and respect 
among the nations, the reports this year on Canadian pro- 
gress cannot but bring satisfaction to us and increase the 
confidence of our allies. “The changes which have taken 
place in Canadian business this year,” states Mr. A. E. 
Arscott, general manager of the Canadian Bank of Com- 
merce, in his annual report, “seem to be of an unprecedented 
nature. The country, I think, has never in any comparable 
period had such a sharp rise in general business as has 
occurred since last spring.” In his opinion an upward trend 
in business will continue for the duration of the war, but 
at the same time Mr. Arscott sounds a note of warning 
to those engaged in industry. While the demands for food- 
stuffs, munitions and other war materials will increase as 
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long as the war lasts, yet if production is not well planned, 
Canadians will probably encounter in the post-war period 
greater difficulties than have ever been experienced. It is 
towards that planning that attention must be directed in 
the coming days. 

Mr. S. H. Logan, the President of the Bank, has given 
in his address facts that appeal to the pride and satisfac- 
tion of every Canadian. Comparing the productive powers 
of Canada in 1914 and 1939, he shows that the resources of 
our Dominion in manufacturing, mining, forestry and agri- 
culture are developed to a very much greater degree than at 
the opening of the war in 1914. Some estimate of the 
economic weight which Canada can add to tip the scales in 
the allies’ favour at this time is revealed in the fact that 
the capacity of manufacturing plants is actually half as 
large again as in 1918 when we were making our supreme 
effort of the last war. Today there are not only many more 
factories and mills but also a greater variety of industrial 
products. Twenty years ago raw materials represented a 
large proportion of our total exports; now our factories 
carry the manufacturing processes through to the finished 
articles so that forty per cent. of exports are fully manu- 
factured commodities. In addition to all this, Mr. Logan 
points to the unprecedented contribution of the mines of 
Canada which are pouring out vital war materials. The 
gold production of the Dominion alone now exceeds 
an annual rate of five million ounces, valued at nearly 
$200,000,000—an amount not far short of what Canada will 
be spending during the next year for war purposes. 

Since we have on previous occasions re- 
World Trade ferred to the need for a freer exchange of 
After the War goods between countries as a basis of 

world economic welfare and better inter- 
national understanding and goodwill, we read with satisfac- 
tion the observations of a distinguished banker on this 
matter. ‘There can be little doubt,” Mr. Logan states, “that 
the agricultural, industrial and financial difficulties which 
the world has faced in recent years, such as currency infla- 
tion, maladjustment of price levels, trade restrictions and 
widespread monetary and political disorders can, in the 
main, be traced directly or indirectly to the last Great War 
and its aftermath. Better far, both from the business point 
of view and that of humanity at large, those peaceful con- 
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ditions which encourage the steady expansion of commer- 
cial relations both within and across national borders, the 
widest possible distribution of the varied forms of produc- 
tion available to mankind and reasonably constant profits on 
however modest a scale.” When this war ends, the subject 
of a freer exchange of goods among the nations will of 
necessity enter into the discussions on any permanent peace 
between nations. 


A recent judgment of the Ontario Court 
Interest and of Appeal in a tax case* has helped to 
Company Income clarify the definition of “income” in so 

far as the term is generally used in tax 
statutes. The appellant was a mining company incorpor- 
ated under the Ontario Companies Act to carry out the usual 
functions of such a company, and its head office was in 
the City of Toronto. For the purpose of obtaining funds 
to finance operations it disposed of shares of its capital 
stock and, pending the expenditures of the moneys so raised, 
placed them on deposit in an incorporated trust company 
on which it had received in the year 1937 interest amount- 
ing to $2292.79. During the same year the expenses of 
operating the company, other than the money expended in 
the development of its properties, were considerably in 
excess of this figure. 


According to The Assessment Act of Ontario, income shall 
mean “the profit or gain directly or indirectly received by a 
corporation from its business or undertaking, and shall in- 
clude interest, dividends or profits directly or indirectly 
received from money at interest upon any security or with- 
out security, or from stocks, or from any other investment, 
and also profit or gain from any other source.” The con- 
tention of the respondent in the case was that the company 
was not yet engaged in the mining operation for which it 
had been incorporated, that the interest in question had no 
relation to whether or not there was profit or gain from the 
business or undertaking and that, since the expenditures 
claimed were not made to earn such interest, it must be 
assessed (subject to the statutory deductions) as income. 
The judgment of the county court upheld this view, but 
the company appealed from the decision. 





*Bouscadillac Gold Mines Ltd. v. The City of Toronto (1939) 4 
D.L.R. 537. 
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According to the judgment of the majority of the Ap- 
pellate Division of the Supreme Court of Ontario, the money 
on deposit was, considering the position of the company, 
part of the business and undertaking of the company. In 
its findings, reference was made to the definition of income 
in the Income War Tax Act, and the conclusion of this court 
was that in determining the company’s taxable income, if 
any, there should be set off against the interest received 
from such moneys the expenses properly allowable for op- 
erating the company during the tax period in question. 

Most of our readers will possibly wonder why the ques- 
tion in this case should have arisen. It probably would 
never have come up had it not been for the taxing scheme 
under the Ontario Assessment Act. According to its pro- 
visions, companies may be subject to what is known as 
“business assessment,” which is based on occupancy. Even 
though liable to business assessment such companies may 
also be subject to income tax, but only upon the income not 
derived from the business or undertaking of the company. 
In the case referred to the company (located in office space 
assessed to the company’s solicitors) was not subject to 
business assessment. The City’s contention was that the 
income in question was not derived from the business and 
was therefore independently taxable. 


So far removed is Canada from the seat of 
Some Effects European hostilities and from the fear and 
Of the War dread hanging over the heads of the civilian 

population there that we in this country have 
not experienced even to a small degree the effects the war 
is having on life and industry in Great Britain. 

During the war of 1914-1918 the people of the British 
Isles realized for the first time that although their navy 
could prevent an enemy approach by sea it was no guarantee 
against an attack by air. The developments in the use of 
the aeroplane during the past quarter century have so 
revolutionized the methods of warfare that the coasts and 
cities of Great Britain have virtually been brought within 
the zone of front line attack in a conflict with another Euro- 
pean nation. How has this affected the profession there 
and such activities as education in which chartered account- 
ants are concerned? 

After the first year or two of the last conflict had passed, 
Great Britain realized that one of the great bulwarks of 
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defence is to keep the nation’s business functioning in con- 
ditions of war, and that a grave error had been made by 
not adopting some system of allocating man-power between 
the battle front and home industry. Consequently the 
British government—and this is also true of Canada—is 
determined to make every provision that business activity 
shall not be unnecessarily impeded throughout the present 
struggle. 

This quiet determination explains much. There has not 
been in the Old Land or in this country the active recruit- 
ing campaigns which many of us can recall as being a 
feature of the early days of the last war. Britain’s fight- 
ing forces were never so strong on the outbreak of war as 
they were in September last. This was one of the factors 
which contributed to the curbing of indiscriminate and 
wasteful enrolment. It meant that no essential trade or 
department of industry would be denuded of its personnel. 
When calls for recruits now go forth enlistment will be 
considered in the light of industry’s essential requirements. 
That the best use possible may be made of the nation’s in- 
born and acquired skill prompted the passage by the British 
Parliament of the Control of Employment Act shortly after 
the outbreak of war, and the placing of such professions as 
law, medicine, engineering and accountancy among the re- 
served occupations. 

In thus carrying on the nation’s business, 
Education and education has come to assume an import- 
- The War ant place. The idea that during the stress 

of war education can be skimped or set 
aside cannot be entertained. It is not man power but brain 
power that is needed in countless industries which because 
of their importance belong to the main line of defence. 
During the first months of the war the educational system 
in Britain was much disorganized by the evacuation of the 
school population from the larger cities. The blow caused 
to technical education was particularly disturbing because 
of the need for this training in the war effort. Moreover 
the black-out put serious handicaps on voluntary evening 
work which in the large cities of Britain was the core of 
this kind of education. On the other hand, The Economist 
(London) points out that the effect to date of the war upon 
the universities has been surprising. “Oxford and Cam- 
bridge, the Welsh centres and the provincial colleges,” it 
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states, “are crowded and busy, a strange contrast to 1914, 
when the rush of voluntary recruits for the forces left an 
empty solitude in places of higher education. The reasons 
are simple. Voluntary recruitment is not being encouraged 
and, for the present, no men under 20 years of age are 
being called up. The evacuation of the colleges of London 
University to other University towns and the scattering of 
medical students (who must not be summoned for military 
service until their courses are complete) have even caused 
some congestion ... The tasks before all these institutions 
are two; first to furnish some sort of shortened course for 
the men who will be called up this term or in the course 
of this academic year as they reach the age of 20; secondly 
to work out the two-year courses for students between 17 
and 19 or 20 which will be needed in war-time.” 


The threat of air attacks has had some un- 
Auditing in _usual effects on the profession. To avoid the 
War Times disruption of their activities, many indus- 

trial concerns in London and the larger cities 
have moved their administrative offices from the danger 
zones, with the result that the chartered accountant finds 
himself performing his daily audits in some small town 
or hamlet or even in an old castle temporarily turned into 
office quarters. The possible destruction from war planes, 
however, has done more than this. As members of the 
profession acknowledge, one of the serious consequences of 
an air raid would be the possible loss of accounting records 
and other documents—whether they be their own or be- 
longing to their clients—which could never be replaced. 
The safety of these, then, is a vital matter to all the large 
accounting firms in Great Britain. Since vaults and strong 
boxes are not a guarantee of safety, some additional secur- 
ity had to be sought. A simple and reasonably inexpensive 
alternative has been evolved through the making of photo- 
graphic copies of the documents concerned. These copies 
can be stored in a safe place or, if preferred, the original 
papers can be put away and the copies used to work from. 
In its reference to this subject, The Accountants’ Magazine* 
makes the observation that while this system is not entirely 
a war-time innovation it is nevertheless as valuable in that 





*This is the magazine of the three Societies of Chartered Account- 
ants in Scotland and is published in Edinburgh. The article referred 
to was published in the November 1939 issue of that Magazine. 
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respect as though it had been designed for such times. The 
photographic copies can be either in miniature in roll form 
or they may be the same size as the original documents. 
The miniature is about the size of a postage stamp. 

The advantages of the photographic method over the 
making of copies by hand or by typewriter are obvious. In 
addition to being an extremely cheap process, it gives an 
exact reproduction of everything on the originals—signa- 
tures, stamps, initials, alterations, erasures, mistakes, 
marks, blots and even watermarks. By the first method 
the papers are photographed on a strip of miniature roll- 
films. Since no unusual degree of skill is required of the 
operator of the specially designed camera, as many as six 
thousand documents can be photographed in an hour. More- 
over, storage space to the extent of nearly ninety-nine per 
cent. of that required for the original documents can be 
saved by this method. The full-size-copy method, which 
may be described as the making of a direct contact print 
by an economical, simple, quick and yet efficient photo- 
graphic process, provides exact copies in a form that can be 
used instead of the originals. Storage space required for 
the copies, however, is approximately the same as that 
needed for the original documents. 


Foreign exchange rates have shown wide fluc- 
Foreign tuations within the past year. When prepar- 
Exchange ing their reports on the accounts of companies 

of which they are the auditors, members of the 
profession may not always be able to obtain information 
readily on the quotations for a particular date. With a 
view to being of assistance in this regard, the editorial com- 
mittee publishes in this month’s issue, with the kind assist- 
ance of The Canadian Bank of Commerce, the foreign ex- 
change rates on the 15th and the end of each month for 
the past year. 

It is a coincidence that, while making arrangements for 
this publication, a copy of Accounting Research Bulletin 
No. 4 of the American Institute of Accountants on “Foreign 
Operations and Foreign Exchange,” reached our desk. From 
an examination of it we find that it discusses accounting 
problems involved in the financial statements of companies 
with branches or subsidiaries abroad. The three main sec- 
tions of the bulletin deal with the treatment of earnings 
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and assets, consolidation of foreign subsidiaries, and losses 
and gains on foreign exchange—all subjects of interest to 
the practising accountant. 


The executive committee of our Association has already 
had a copy of the previous three bulletins placed in the 
reference library of each provincial Institute. A copy of 
this latest bulletin will also be available soon for inspection 
there. 
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AUDIT OF A LIFE INSURANCE BRANCH OFFICE 


By J. L. Collins, Chartered Accountant 
Waterloo, Ontario 


oo the past few years there has been comparatively 
little literature respecting the life insurance business 
contributed to THE CANADIAN CHARTERED ACCOUNTANT. Part- 
ly with this in mind and partly to give students in account- 
ing material for study, the writer has prepared this short 
paper on the auditing of a life insurance branch office. 

The branch office organization about to be described 
must of necessity be qualified as being only one of several 
variant systems in use by life insurance companies today. 
This type of organization, which has proved to be success- 
ful in operation for many years, is flexible in that it oper- 
ates well in an office with a staff of one or two clerks and 
also in an office with a staff of twenty-five or more clerks, 
the latter servicing some fifty to seventy-five million dol- 
lars worth of business. It is also equally adaptable to either 
rural or city business or to a combination of these. 


The branch office is the assembly point for collections 
from the district and perhaps will have one or two sub- 
offices reporting to it. It will make disbursements by 
cheque for commission to the agents and ordinary branch 
expenses such as light, telephone and rent, but not branch 
office salaries. It must be able to supply complete infor- 
‘mation on the life insurance policies and policy loans, whose 
records are located at the branch. Usually the branch 
office reports daily to head office all the branch transac- 
tions. The report is made in duplicate, one copy remaining 
at the branch office. 

Accounting Records—The accounting records consist of 
a cash journal, a ledger with accounts for bank, commission, 
expenses and each agent. <A card record is kept for 
every policy showing the type of policy, name and ad- 
dress of the assured, date of birth, occupation, beneficiary, 
dividend plan, premium due dates and payments, soliciting 
agent, policy loan indebtedness, and other information in 
connection with the policy. The premium and policy loan 
collections are entered daily in one of the following three 
collection books: (a) First Year Premiums, (b) Renewal 
Premiums and (c) Policy Loan Collections. These are sub- 
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sidiary cash books and only the daily totals of their cash 
and commission columns are shown in the cash journal. 
A company receipt is issued for each remittance and the 
receipt is not valid unless it is countersigned by the branch 
secretary or cashier. A commission summary sheet is kept 
for each agent and the individual commission items are 
posted to these sheets from the daily collection reports. 
The totals on the commission sheets are used as the basis 
for distributing to the agents the accumulated commissions 
at the close of each month. A new commission sheet for 
each agent is started each month. 


In recent years, a cashier’s blotter has been used by the 
branch office. It is a daily record of cash collections received 
over the counter and is recorded at the time each collection 
is received. The collections received through the mail are 
assembled preparatory to writing the reports and are sum- 
marized by adding machine. The total of the collection slips 
is balanced against the total of the remittances. These col- 
lections are then consolidated with the counter collections. 
A remittance slip is made out for each collection and by 
sorting these slips according to collection books, the col- 
lections are quickly arranged for recording in the collection 
book. 

A system of “new business” records is maintained, show- 
ing the details of the applications for insurance submitted 
by each agent. Monthly summaries show the insurance 
sales from the following viewpoints: “Written,” “Delivered” 
and “Paid for.” The new business information is finally 
summarized in a record which is termed, “The Branch Plan 
Book.” The record is maintained from month to month 
and is designed to give the manager a “bird’s eye view” of 
the operations of the branch. It embodies a survey of the 
terminations as well as the new business and shows the sell- 
ing performance of each agent as compared with his record 
of the previous year. The yearly totals of the “paid for” 
business of each agent are used for determining the agent’s 
renewal commission. A contract summary card is kept for 
each agent and provides a summary of the commission con- 
tract giving essential commission information such as the 
rate of first-year and subsequent commissions to be paid, 
and the number of years the renewal commission is to be 
continued. 
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An alphabetical index is maintained in order to connect 
enquiries with the policy cards and policy correspondence. 
The policy cards and correspondence are filed under the 
policy number. In order to conserve space, the policy cor- 
respondence is filed under the lowest policy number of each 
policyholder. Cross indexing is accomplished by recording 
on each policy card the numbers of the other policies owned 
by the policyholder. 

Audit Programme — During the audit of the branch 
office it is essential that the auditor discover the general 
tone of the office and obtain by enquiry from various mem- 
bers of the staff the office routine and system of internal 
check. The internal check calls for one member of the 
staff to receive the collection and another member to issue 
the receipt. The receipts are kept in close custody so that 
those handling cash have no access to them. Receipts 
issued are checked against the reports of collections to head 
office by the person in charge of the receipts. 

The actual audit work resolves itself into a number 
of phases, each of which may be done as a unit of work. 
The verification of cash, bank and accounts receivable, such 
as unpaid premiums and agents’ balances, receives attention 
first. The cash balance is verified by actual count and all 
cheques in the cash are deposited in the bank the same day. 
As additional measures in the verification of cash on hand 
the bank is requested to advise the head office of the com- 
pany of all returned cheques charged to the account within 
one week following the date of audit, the cash count is 
reconciled with the balance shown on the cash journal and 
the deposit slips for two to three weeks immediately pre- 
ceding the date of audit and two to four days immediately 
following it are checked in detail against the collection 
books. The branch bank account is confirmed by letter from 
the bank. A reconciliation statement is made to account 
for the difference between the bank statement and the 
branch bank account. 


The receipts for all premiums due are written at head 
office and are sent to the branch office with a complete 
listing of such premiums due. At the time the premium 
is paid the receipt is countersigned and issued. A check 
of these unissued premium receipts at the branch office 
with the head office billing sheets serves therefore as a 
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basis for verifying the unpaid premiums. A percentage 
of the past due unpaid receipts is selected for verification 
by letter with the policyholders. Current premium notes 
given in settlement of renewal premiums are also verified 
by audit notice to the policyholders. All entries in transit 
are reconciled so that when this part of the work is finished, 
all current collections are accounted for. Agents’ advance 
accounts are verified as at the date of audit by signed 
confirmations from the agents. 

The policy loans are verified by audit notices sent 
directly from head office and so do not enter into this part 
of the branch office audit work. 

The cash received with application is held in a special 
suspense account in the branch office ledger until the policies 
are issued. An analysis of the balance of the account and 
a check of these cases with the head office billing sheets 
serve to verify the account. The head office account in the 
branch office ledger is reconciled with a copy of the branch 
office account in the head office books. A reconciliation of 
outstanding amounts is made and these are verified or fol- 
lowed up to a satisfactory explanation. The commissions 
are accumulated during the month in a commission account 
and represent an amount owing to the agents. The entries 
making up this amount are tested back against the col- 
lection reports. The commissions earned are proved con- 
tinuously at the time the branch office reports are checked 
at head office. The other ledger debits, such as supplies 
on hand and suspense account, are verified by taking inven- 
tory or from other sources. 


The new business records, branch plan books and com- 
mission records may be fairly well proved by checking 
one against the other. A test of the branch office figures 
with the head office monthly reports on new business pro- 
vides the independent check to prove the accuracy of these 
records. In order to form an opinion on the condition of 
the index records and individual policy ledger cards, good 
results can be obtained by selecting at random two or three 
sections of cards and giving them a detailed examination. 
One can determine fairly well from the appearance of the 
cards whether or not they are being recorded in accordance 
with instructions. In the opinion of the writer it is more 
important to see that the general rules for the recording 
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of the information and changes are being followed than to 
worry over the stray clerical error in the work. 

The element of surprise in making a branch office in- 
spection is of considerable value, and a well defined schedule 
is also helpful as a guide for proceeding with the work. 
It is a useful procedure immediately upon entering the 
office to count the cash and examine the various cheques 
and vouchers in the cash. A detailed record of the cash 
count is made and retained for the audit file. All unissued 
receipts are taken into custody and held under seal until 
they have been checked against the head office billing sheets. 
The unissued cheques should also be examined immediately 
and a record made of the serial numbers so that later in 
the audit when reconciling the bank account all cheques 
may be accounted for, both issued and unissued. Instruc- 
tions are given to the secretary or cashier to bring all the 
accounting records up to the date of the cash count and 
to prepare a trial balance of the ledger. 

The receipts used in the branch office are divided into 
two classes: (a) The official premium receipt, which is 
prepared at head office and shows the amount of the 
premium, the due date and the name and address of the 
policyholder. These are billed to the branch office on col- 
lection sheets and each receipt must be accounted for either 
as on hand, paid, or returned to head office. (b) Serial 
receipt which is a blank receipt with counterfoil and num- 
bered in serial order. The copies of these receipts are 
forwarded to head office with each report and eventually 
all copies must be accounted for. During the audit it is 
simply a matter of reconciling the unissued receipts with 
the current collection report. At a later date the receipt 
copies at head office must be reconciled with the unissued 
receipts shown in the audit papers. This then completes 
the check of the serial numbered receipts. 

The audit of the unissued receipts should be done as 
early as possible and the unpaid premiums selected for 
verification with the policyholders. The verification notices 
are prepared as the audit of this part of the work progresses 
since it is essential to have the notices sent out without 
delay. 

As soon as the ledger has been posted and balanced, 
the verification notices in connection with the agents’ bal- 
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ances may be prepared. The most recent trial balance 
received at head office prior to the audit is used as the 
starting point for the audit of the ledger. The postings 
are checked from this trial balance to the date of audit 
and ledger additions for the period are proved. The agents’ 
verification notices may then be checked and given to the 
agents for confirmation. 

By this time most of the records which have been held 
in custody for the audit work have been released and the 
office routine more nearly approaches its normal tone. The 
audit of the deposit slips can now be made. The writer 
has found that a period of two to three weeks just preceding 
the date of the cash count and three to four days after 
that date gives a very satisfactory test. All cheques in 
the cash at the commencement of the audit will have been 
cleared through the bank by this time and any N.S.F. 
cheques will likely have been charged back by the bank. 
Some time during the audit a comparison is made of the 
office duplicates of the deposit slips with the originals on 
file at the bank as a routine test in the cash verification. 

Each cheque issued since the last branch office audit is 
examined, in order to determine that the cheque has been 
properly written, signed by two authorized signing officers 
and endorsed as drawn. The original of each branch office 
cheque must be accounted for. This is done by checking 
the cheques at the branch office with the record of the 
serial numbers of cheques sent to the branch office. The 
balance of the audit and inspection work consists of dis- 
cussing with the branch secretary, his plans and work in 
conservation of business, removal of terminated records, 
developing and educating the members of the branch office 
staff and in solving office problems which he may have. 
An inspection of the office equipment and stock room en- 
courages better care of company property. 

The foregoing points have been outlined in the approx- 
imate order in which the work is handled during the audit. 
As the audit nears the finish, a fairly complete picture of 
the routine and internal check of the branch has been 
formed. The notes in connection with the audit are then 
discussed with the branch secretary and during this dis- 
cussion suggestions for improvements are made. In pre- 
paring the audit and inspection notes, a very satisfactory 
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method is to write the notes in longhand as the various 
matters occur during the course of the audit. If the notes 
are written in the exact form in which they are to be in- 
cluded in the finished report then in drafting the final report 
all that is necessary is a rearrangement of the sequence of 
the various matters to be discussed and the writing of the 
opening and closing remarks. This procedure is likely to 
prevent the misunderstanding and uncertainty that may oc- 
cur if the report, which is written after the audit is com- 
pleted, is drafted from sketchy notes that have grown 
cold. An audit work schedule which may be marked off 
as each part of the work is completed is of great help. A 
draft is shown on the following pages. 


INSPECTION SCHEDULE 
OF 


at 


RECEIPTS 

Check first year receipts against head office billing sheets 

Check renewal receipts against head office billing sheets 

Check serial receipts on hand for continuity of numbers with head 
office record 

Account for all items on head office billing sheets 

Check head office billing sheets with branch billing sheets 

Sign branch and head office billing sheets 

Prepare list of items in transit—to be followed up from head office 

Check items in transit with branch collection journals or returned 
document lists. 

Are billing sheets neatly and accurately recorded? 

Is counter cash book fully recorded, and initialled by receipt clerk? 

Is receipt clerk following instructions for system of internal check? 


VERIFICATION NOTICES 
List of verification notices: 
Renewal premiums past due, over 4 weeks, 2-4 weeks, 1-2 weeks 
Premium notes past due 
Agents’ debit and credit balances 
Date notices mailed. (Return envelopes enclosed for agents’ 
balances) . 


CASH JOURNAL 
Cash 

Count and statement (deposit all cheques) 

Follow cheques in the cash to collection book and to the bank 

Ask bank to notify head office of any returned cheques within 
one week of audit 

Check counter cash book with collection reports (2 weeks 
period). 

Check detail of deposits with collection reports (2 weeks) 

Check collection report totals to cash journal (2 weeks) 
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Check deposit slip totals to cash journal (2 weeks) 
Check above copies of deposits with originals at the Bank. 


Bank 
Check deposits with bank statement (current month) 
Check transfers and cheques with bank statement and journal 
(current month) 
Examine above cheques for signatures, endorsements and dates 
Reconciliation of bank balance with bank manager’s letter 
Go back over reconciliation of previous month 
Continuity of cheque numbers and unissued cheques at branch 
office. 
Are cheques signed blank by the Manager or Secretary? (not 
permitted) 
Scrutinize all entries in cash journal for period that detail is 
checked, (Two weeks prior to inspection) 
Additions of cash journal for days subsequent to last report deleted 
on head office billing sheets. 


Collection Journals 


Date of last report deleted by head office and the folio 
Additions for days subsequent to last report deleted on head 
office billing sheets. 


LEDGER 


General scrutiny of ledger and accounts 

Check head office copy of trial balance of previous month 

Postings for current month to date of inspection 

Check and add trial balance as at date of inspection 

Additions of accounts for current month to date of inspection 

Reconcile head office account 

Reconcile suspense account 

Reconcile premium with application account (billings marked X 
or XX must all be recorded in the account) 

Check expense vouchers with copy of expense account for current 
month 

Copy of branch office account for head office for current month 

Verification letters to agents for balances of their accounts. 


OFFICE RECORDS 





1. New business register—club and commission credits? Delivery 
and settlement? 

New business production cards, for agents—complete? up to 
date? 

Branch plan book—graphs? survey of salesmen? assurance 
account? 

Undelivered business—listed weekly for manager? 

Commissions in prospect—Delivered policies only? First 
premium notes? 

Agents’ advance vouchers—show total commission in prospect? 
notes? 

Agents’ commission cards—renewal production credit? num- 
ber of renewals? terminations? 

Agents’ personal record card. 

Alphabetical index cards—new issue? terminations? 

Renewal cards?—tabs? policy loans? non-forfeiture recording? 
policy changes? terminations? 
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11. Correspondence Files— 
Policyholders—lowest policy number? terminations? daily 
filing up to date? 
Agents’ contracts—copy of contract? correspondence? 
terminations? 
Departmental—annual? circular letter files? 
11. Agents’ personal record card. 


GENERAL 
1. Who opens branch office mail—head office collections—-other? 
2. Do agents pay for postage on private letters? 
3. Agents’ equipment listed?—rate book, dividend books, office key. 
4. Noon hour staff arrangements? 


THE MINING INDUSTRY IN WAR TIME* 


By George C. Bateman, B.Sc., 


Secretary, Ontario Mining Association, 
Toronto 


AM not a newcomer to Manitoba. In fact I think of 

myself as one of the old timers. I travelled northern 
Manitoba before the discovery of Flin Flon. I knew The 
Pas when it was nothing but a frontier town and I was 
the first mining engineer to investigate properties along 
the line of the Hudson Bay Railway. At that time mining 
east of the Rockies was relatively new and relatively un- 
important. Today it is one of our greatest basic industries 
and is recognized for its outstanding contribution to our 
national economy. 

At this time we are facing new conditions and profound 
changes as a result of the European war. I am glad of 
the opportunity tonight to speak to you for a while on 
some of the achievements of the industry and of some of 
the contributions which it can make to our war efforts. 

In Canada we are practically free from the danger of 
air raids; we have large supplies of raw materials and our 
manufacturing facilities are exceptional for our population. 
We are in close proximity to and on the most friendly basis 
with the United States which can supply not only many of 
the essential materials for war production but what is also 





*An address given at the annual general meeting of the Manitoba 
Chamber of Mines in the Marlborough Hotel, Winnipeg, 20th November 
1939, and published herein with the kind permission of the Secretary 
of the Chamber. 
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very important, the research and technique necessary for 
the production of certain types of equipment, and we are 
also relatively close to England. Because of all these fac- 
tors Canada will be essentially a base for supplies. Our 
contributions in this respect will reach a magnitude never 
before dreamed of. It will probably result in a great dis- 
location of industry before we reach our maximum effort. 
Manufacturing facilities will have to be turned to types of 
production which will be unremunerative when the war 
ends. Consumption in many lines will be curtailed because 
undoubtedly as our facilities and labour are required for 
war production, a larger measure of government control 
will be exercised. 


We are already subjected to a rigid financial control. 
It is only a further step and not a long step to have this 
control extended to industry. Where the government is 
the principal buyer it is perhaps only natural to expect 
that government officials will have a good deal to say in 
the conduct and operation of war industries, but in my 
opinion control will not stop there. I believe that as the 
available labour is absorbed in war production and the need 
for men becomes more pressing government control may 
be exercised to curtail certain non-essential industries, to 
say to some, you cannot expand your operations, to say 
to others, you can operate at only a certain percentage 
of your capacity, and perhaps to say to others, you must 
close down because your men are needed in other places for 
more important work. 

Now all of this will mean a great deal of dislocation in 
industry generally but fortunately mining is one industry 
which is best able to stand the shock of such changes. This 
is partly due to the fact that it is to a large extent non- 
competitive and that it is already in a high state of effi- 
ciency. For this latter some of the credit at least must 
go to the Canadian Institute of Mining and Metallurgy, the 
annual meeting of which will, I believe, be held in Win- 
nipeg next spring. These gatherings are the meeting place 
of the technical men of the industry. There they discuss 
their problems and exchange ideas. Research and experi- 
mental work is going on continually. Those who have found 
out something new, those who have discovered a better and 
more efficient way of doing things, come to these meetings 
and tell their fellow-engineers about it. They are glad to 


18 





THE MINING INDUSTRY IN WAR TIME 


pass this knowledge on so that others may have the benefit. 
As a result, both mechanically and technically, I believe that 
the mining industry as a whole is in a higher state of 
efficiency than any other industry in Canada. 


Ready For War Demands 


Mining does not have to be geared up for war effort. 
It is already in that position, with the latest equipment 
and methods. This is a remarkable position for an industry 
which has so many relatively small units. It would be im- 
possible without the interchange of ideas at meetings such 
as this where details of the latest and best practices are 
freely made available to the largest as well as the smallest 
operator. 


I have been talking about the probable effects of the 
war or at least what I believe will be the probable effects, 
and about the readiness of the mining industry to meet the 
demands which may be made upon it. Now, for a short 
time I would like to talk about the contribution which the 
industry can make—and make no mistake, it will be a very 
real contribution, both material and financial. When I 
speak of a financial contribution, I am not talking about 
taxes, although last year Ontario mines alone paid between 
12 and 13 per cent of the total corporation taxes collected 
by the Dominion, but I believe that the mines are entering 
the war with less expectation of war profits than prac- 
tically any other war industry. 

At the present time we are all concerned with how Can- 
ada’s resources may be most efficiently and economically 
used. Although the war has only been in progress a short 
time, one thing which stands out most clearly is the im- 
portance of mechanical combative equipment, as compared 
with the last war. Mechanized equipment, airplanes, guns 
and shells, will be required on a scale never dreamed of in 
the last war. If real fighting gets under way on the western 
front we will have to go to the moving picture studios for 
a phrase to describe the number of shells which will be 
required and say that the demand will be “super-colossal.” 
In all of this metals will be more in demand than ever 
before, and for the metals we must turn to the mines. 

We might compare the Canadian mining industry at 
the time of the last war to a youth who had hardly reached 
the age of military service. During the intervening years 
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he has grown in size and strength and is now ready to play 
his full part. We are apt to overlook what has been ac- 
complished in this interval. We are apt to forget that in 
1914 we had no refineries for either nickel or copper. Today 
there is in Canada refinery capacity for 200,000,000 pounds 
of nickel and about 450,000,000 pounds of copper. In 1914 
the mines of Ontario employed less than 16,000 men; today 
they employ over 30,000 men, with a payroll of more than 
$50,000,000 a year. 

The principal divisions of the industry are base metals 
and precious metals. Aside from asbestos and coal, non- 
metallic minerals are not produced in quantities which 
are desirable for a well balanced industry. Structural ma- 
terials are important, but if our experience in the last war 
is a guide, and it probably will be, we may expect to see a 
decline in the output of structural materials and a substan- 
tial increase in the production of metals. 


Oil, Coal and Iron 

Two of the most important non-metallic mineral pro- 
ducts are coal and oil. While we have large reserves of 
coal, it is found only in the extreme East and West, so that 
central Canada is to a large extent dependent on United 
States supplies. However, war demands, increased manu- 
facturing requirements, and the premium on the United 
States dollar, will undoubtedly stimulate Canadian coal 
production. 

The Empire is deficient in oil supplies, producing only 
about one-third of its requirements. Canada’s only im- 
portant source is in Alberta. Production in this field has 
been expanding rapidly, having doubled from 1937 to 1938, 
with a further substantial increase for 1939, but the total 
will fall far short of Canadian requirements. 

Of the base metals which are available, copper, nickel, 
lead and zinc are the most important. We have a large 
surplus over our own requirements, and our increasing pro- 
duction of these has enabled Canada to become the largest 
metal exporting country in the world. Our greatest weak- 
ness in base metals to date has been the lack of iron ore 
production, although the indications now point to this de- 
ficiency being remedied. For many years, and up until the 
outbreak of the present war, Canada did not produce a 
ton of iron ore. We were entirely dependent upon foreign 
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ores which had to be imported. Within the past few weeks, 
however, the new Helen mine, owned by Algoma Steel Cor- 
poration, has come into production at the rate of between 
300,000 and 400,000 tons a year, and this is capable of 
further expansion. In addition, the Steep Rock mine in 
northern Ontario, a potentially large and important prop- 
erty, is under development and may come into production 
next year. With these sources available, Canada will be 
much better able to meet the demands which England will 
make upon us for iron and steel products. From being an 
importing nation we may eventually become an exporter of 
iron ore, thus providing foreign balances which will help 
to relieve our national economy. 


Copper and Nickel 

During the last war the United States controlled cop- 
per, one of the most essential war metals. In 1913 the 
production of the British Empire amounted to only a little 
over seven per cent of the world total, and Canada produced 
less than four per cent, and none of this was refined in 
Canada. As a result of our dependence on other countries 
and as a result of war demands, the price of copper sky- 
rocketed to 37 cents a pound. It was finally pegged by 
the United States government at 2314 cents, and later was 
raised to 26 cents, which price the Allies had to pay during 
the final period of the war. 

During the past twenty years an amazing shift has 
taken place in this, one of the world’s most important com- 
modities. Today the British Empire produces more copper 
than the United States, and of the Empire production 
Canada accounts for about half. Empire countries will 
therefore be able to supply the Allies’ war needs entirely 
from their own resources. 

As a result Canadian and African producers have en- 
tered into an arrangement with the British government 
under which they will supply copper at approximately 10 
cents a pound. This price is about 25 per cent less than 
the Canadian equivalent of current prices in the United 
States, and is 60 per cent less than the price paid during the 
later period of the last war. 

This is truly an amazing achievement which would have 
been impossible without the development that has taken 
place in Canadian mining. It guarantees the Empire’s 
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copper requirements at pre-war prices which means a tre- 
mendous saving to Great Britain, and also means a great 
sacrifice of profits by the producers. It sets an example 
which, if followed by other Canadian industries and by 
Canadian labour, will be of the greatest national importance. 

Practically the same procedure has been followed in the 
case of lead, zinc and nickel. Empire requirements are 
guaranteed from Empire sources at pre-war prices which 
are substantially below the prices now ruling in the United 
States. 

Copper will be obtained from Canada and Africa, lead 
and zinc from Canada and Australia, but the nickel supply 
will come from Ontario. 

Ontario produces over 80 per cent of the world’s nickel, 
which is one of the important war metals. This virtual 
monopoly is not because Ontario is the only place where 
nickel is known, but because we have the fortunate combina- 
tion of large deposits of high grade ore amenable to treat- 
ment, from which nickel can be produced at a lower cost 
than anywhere else in the world. It is this which gives 
us our advantage. There is as much or more nickel in other 
parts of the world than in Ontario but some of it is very 
difficult to treat. There is sufficient refining capacity in 
Europe to supply Europe’s peace time demands for arm- 
aments, but this supply is entirely inadequate in time of 
war. Ontario, however, with no difficulty can meet any 
demands of the Allies for nickel. 


Gold and War Finance 


Our gold production will play an entirely different, but 
none the less an equally important part. It is not a war 
metal but provides the sinews of war. 

In the last war Canada’s gold production was relatively 
unimportant. This branch of the industry was neither 
known nor appreciated by the government or the public. 
I am told that during the last war there was a discussion 
in Ottawa as to whether gold mining was not a non-essential 
industry which might better close down so that more men 
would be available for other industries. However, during 
the past ten years or so, the situation has entirely changed. 
From a production of only $16,000,000 in 1913, gold output 
has increased to an estimate of $180,000,000 for 1939, and 
it is still increasing. 
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During the depression years Canada’s gold mines were 
the greatest stabilizing factor in our national economy. 
They helped to fill the gap in our exports caused by the 
falling off in manufactured goods and of the products of 
our farms, fisheries and forests. More than any other single 
factor, the gold mines helped to maintain our national credit 
and enabled Canada to meet its foreign obligations in the 
terms in which they were contracted. Today they wil! play 
an even more important rédle. 

During the worst of the depression years the marketing 
of gold was taken over by the government, to enable the 
government better to meet its requirements for foreign ex- 
change. The government sells gold in the best markets, 
pays the producer what it receives in the equivalent Can- 
adian funds, and uses the foreign exchange to meet its 
own needs. In some respects it functions like the Wheat 
Marketing Board, but with this essential difference that 
the gold producer receives only the equivalent of the world 
market price and is not guaranteed any price by the 
government. 

With the United States security markets closed to the 
Allies, Canada’s gold production will be more important 
than ever in financing Canadian and Empire purchases and 
meeting our foreign commitments. Canada will undoubted- 
ly have to do a great deal of financing for Great Britain. 
We also will have to finance very large purchases in the 
United States because it will probably be better to buy 
many things there rather than go to the expense of build- 
ing and maintaining specialized plants which will be of 
littie value after the war. In financing these purchases, 
gold will be an essential factor. It is the one form of cur- 
rency which is universally accepted and which never sells 
at a discount. Gold mining will now rank as one of the 
essential war industries. 

Canada is deficient in what are called the strategic min- 
erals — molybdenum, manganese, tugsten, mercury, fire 
clays, potash, etc. Deposits of some of these are known 
and of these some will probably be worked. An active 
search will be prosecuted for additional deposits in the hope 
of at least partially meeting our requirements. 

Mining is considered an essential industry in which re- 
cruiting should not be carried on. Men engaged in the mines 
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are already serving their country and making an important 
contribution to our war efforts. 

Due to the high physical standards required by the 
industry, Canadian miners represent probably the largest 
body of physically fit men in any industry in the Dominion. 
If the time comes when the demand for man power is 
greater than the demand for materials, the miners will be 
among the first to answer the call. 

It is essential that we should clearly distinguish between 
what is right and what is wrong, distinguish between duty 
and desire, and it is doubly important that we should do 
so under present conditions. There may be dislocation of 
industry, but we must be sure that our minds do not become 
dislocated; individual desires must be sacrificed to national 
necessities. This war should be a co-operative effort in 
which each will give the best he has. Labour should not 
prostitute its fine contribution, by taking advantage of the 
pressure of war conditions to make unreasonable demands. 
Similarly industry must not mar its efforts with any at- 
tempt to take advantage of its employees, the public, or 
the government. We must approach our task in a spirit 
of determination and sacrifice. We must do our present 
job well, but at the same time we should also plan for the 
future, plan to lay a foundation which will successfully 
withstand the shock of peace, because peace may bring 
problems almost as great as those of war. 
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IS REAL ESTATE OVERTAXED? 
By George Gathercole, Toronto 


oe seems to agree that the present system of 
municipal finance in Canada is unsatisfactory. In the 
course of the last two decades Canadian municipalities have 
assumed increasing obligations in respect to education, pub- 
lic health, roads and unemployment relief and this move- 
ment has not been balanced by a corresponding increase in 
the sources of municipal revenue. On the contrary the 
principle has emerged that local taxation should be confined 
almost exclusively to real property and at the present time 
nearly all the tax revenue raised by local governments is 
received from this source. The effects of this development 
have been clearly evidenced in the straitened fiscal condi- 
tions of many municipal governments and the widespread 
grievance that prevails amongst real estate owners that 
they have been called upon to bear a disproportionate share 
of the total tax burden. 

It is apparent, moreover, that local governments have 
not had at their disposal the means to solve the problem. 
For as the disparity between assessed and market valuations 
of real property widened during the 1930-35 depression, 
frequent appeals were made by owners for a downward 
revision of assessments and rates, but the municipal authori- 
ties assailed on one hand for overburdening real estate and 
accused on the other of providing poor relief and other 
services insufficient for healthy subsistence, have been 
helpless to remedy the situation. It has therefore become 
clear that any attempt to improve the machinery of govern- 
ment in Canada must include a careful consideration of 
some means of mitigating the financial difficulties of the 
municipalities. 

To many people the solution lies in lowering taxes on 
real property and making up the deficit by increasing pro- 
vincial or federal grants. But the problem is complex and 
it is necessary to proceed cautiously. When municipal 
taxation is restricted largely to real property while Domin- 
ion and provincial levies are imposed mainly upon other 
forms of wealth, commodities, incomes, transactions, etc., 
it follows that the more public services are financed out of 
the proceeds of these general revenue taxes, the greater 
will be the burden on what we may call the “general tax- 
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payer” and the lighter will be the burden upon the “local 
taxpayer.” Hence the proposal to increase grants to the 
municipalities involves a shift of part of the tax burden 
from those who hold the bulk of their wealth in the form 
of real property to those on the other hand who do not. 


Financing Municipal Services 

Most public services arise because people wish to share 
the advantages which devolve from collective co-operation. 
It is true that the actions of “pressure groups,” whose ob- 
ject is often to secure the benefits of a public service at the 
expense of other taxpayers, may result in the creation or 
extension of a service which is not in the best interests of 
the community. But in democratic countries, at least, a 
rough conformity nevertheless exists between the produc- 
tion of public services and the demand for those services 
by people who on the whole are prepared to pay for them. 
No person, however, wishes to pay more than his share of 
taxation as defined by law, and most people would prefer to 
pay less with the hope that others would pay more. 

In the field of municipal finance, particularly, the cost 
of certain services can roughly be apportioned amongst the 
inhabitants of a locality according to the benefit received. 
In that the area is relatively restricted it is possible in some 
cases to identify particular benefits with particular indi- 
viduals or groups and levy taxes accordingly. It is readily 
admitted, however, that the benefits received from some 
local expenditures are just as difficult to appraise as the 
benefits from many national expenditures. Some property 
will be charged with more taxation than the benefit which 
accrues to it from municipal expenditure; other property 
will pay in taxation less than the benefit conferred. It is 
only that the benefit element is more pronounced in local 
finance than in provincial or Dominion. 


Taxation and Benefits 


When considering the proportion of total taxation that 
falls upon immovable property, it is clear that in so far as 
that proportion is of direct benefit to real property it is 
properly the subject of that taxation. For when a tax is 
imposed on real property in order to pay the cost of services 
such as sewers or street cleaning that tax, speaking broadly, 
is not burdensome to capitalist real estate owners since there 
will be no reduction in the demand for housing accommoda- 
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tion. Such services comprise a class which, in the absence 
of local government, would be contracted for directly by 
the owners themselves with a view to increasing the at- 
tractiveness of their property. For as a result of the 
improved amenities rents will be bid up and the value of 
the property will not be impaired. The tax thus corres- 
ponds in effect to a price for the service and no case can 
be made out for meeting its cost out of the proceeds of 
general taxes. In so far as the present system is open to 
criticism it is so only in connection with what we may term 
as “onerous” services. 

The distinction between services which are “beneficial” 
and “onerous” to real property is of course not clear cut. 
Municipal expenditures which benefit the district also bene- 
fit the nation and conversely Dominion expenditures benefit 
in some degree the municipality. The proposition is merely 
that certain services are more national in character and 
more to the interest of all individuals, irrespective of the 
ownership of real property, than others. If we were to 
analyze the existing distribution of local government dis- 
bursements we would find that certain local expenditures 
benefit real property in a direct manner, other expenditures 
less directly and others only remotely and perhaps not at all. 
The provision of sidewalks, sewers and local improvements 
of a similar nature will, in attracting residents to the dis- 
tricts where they are available, lead to a bidding-up of rents 
for such property and the owners will not be injured when 
they are assessed with the cost. But in respect to local 
tax revenues raised for purposes which do not preserve or 
improve the amenities of a district and accordingly are not 
reflected in an increased demand for real estate, the im- 
mediate effect of the imposition of the tax is to reduce the 
net income of the property and thereby injure the owner. 

Patently the two outstanding types of “onerous” ser- 
vices in this country at the present time are poor relief and 
educational facilities, for they now represent a large pro- 
portion of municipal expenditure; yet neither can be said 
to raise the rental value of real property to a degree 
commensurate with the cost. But these do not exhaust 
the list. Highways or roads connecting highways that have 
been constructed and maintained at the expense of the local 
governmental unit may be regarded as substantially “oner- 
ous.” Many people who live beyond the periphery of a 


JANuaRY, 1940. 27 











THE CANADIAN CHARTERED ACCOUNTANT 


municipality enjoy the fruits of its good roads and its other 
conveniences although they contribute very little to their 
cost. Charges likewise incurred for health, police and the 
care of the insane are in part onerous to real property. 
These services are for the benefit of all persons and it is an 
anomaly that they should be financed substantially by local 
taxes on real estate. 


“Free” Services 

Public services of course must be paid for. Where 
special benefits are conferred upon individuals or groups by 
public services and these benefits can be approximately 
evaluated it is desirable to apportion the cost accordingly, 
since the “price” charged exercises a check on the supply 
and obviates the danger of waste and inefficiency arising 
from an excessive extension of the service. But many 
public services yield indivisible benefits. Palpably it is 
impossible to split up the cost of national defence services 
according to the advantages accruing to individuals. More- 
over it is impossible to tax people who are already destitute 
or insane in order to provide them with relief or hospitali- 
zation. Hence some public services must be supplied “free” 
and governments are accordingly confronted with the ques- 
tion of how the cost of these “free” services should be 
distributed so as to promote the optimum flow of private 
and public income and at the same time ensure a substantial 
degree of equity between taxpayers. 

In modern communities it is often proposed that the 
national tax-burden should be distributed amongst econ- 
omic units as nearly as possible in conformity with the 
doctrine of “ability to pay.” This doctrine is vague and 
cannot be proved but it has considerable plausibility and it 
is upon this basis that it has received widespread support. 


Defects of Present System 

If the “ability to pay” principle be accepted, one is led 
logically to admit that the present system of taxation is 
flagrantly unjust since the ownership of real estate can be 
by no means regarded as a criterion of ability to pay. Under 
the existing arrangement, an individual with a small income 
owning a house valued at say $3,000 is made to contribute 
to the municipality’s share of unemployment relief (amount- 
ing to about one-third of the total cost), the major part of 
educational disbursements and substantial payments for 
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public welfare and highways, while a class who derive large 
incomes from stocks and bonds, contribute virtually nothing 
to those municipal expenditures in respect to their person- 
alty. A millionaire, too, may own no real property and 
accordingly escape taxation that he might be called to pay 
were the costs of poor relief and education met to a larger 
extent out of the proceeds of general taxes. 

Consider too that a person with an income of $1,000, 
who spends $25.00 a month for housing accommodation, 
pays 30 per cent. of his income for a commodity which is 
undeniably heavily taxed, whereas a person with an income 
of $10,000, spending $100.00 a month for a similar com- 
modity, pays only 12 per cent. But even more unreasonable 
is the fact that “A” who has an income equal to “B” should 
be required to pay a larger share of the cost of poor relief, 
and the maintenance of the insane, etc., merely because he 
prefers to live in a more pretentious house or requires more 
housing accommodation by reason of having a larger family. 

Moreover, unemployment may be caused in a munici- 
pality by an act of the Dominion or provincial government. 
A change in the protective tariff policy, for example, may 
bring acute unemployment to a municipality and it can 
hardly be considered consonant with justice that the resi- 
dents of that municipality should be made to contribute to 
the support of workers who have beccme unemployed as a 
result of a policy over which they have no control. 

But the existing arrangement is invidious in still another 
way. In many industrial centres, there is a tendency for 
workers to concentrate in the vicinity of the large indus- 
tries, giving rise to slum conditions. On the other hand, 
the well-to-do may reside beyond the city limits and while 
enjoying the amenities of the city still make no contribution 
to their support in the form of local rates. And in so far 
as they are able to evade paying local taxes, they increase 
the tax burden of the residents of the city. 

The Canadian tax system, to be sure, is a complex affair 
and the real estate tax is not to be treated in isolation, but 
the above considerations provide evidence that the existing 
distribution of the tax burden differentiates against real 
estate and in favour of other forms of wealth when there 
appears to be no logical grounds for such differentiation. 
On the contrary, in view of the acknowledged correlation 
between housing conditions and the health and well-being 
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of the community, the heavy taxation of real estate clearly 
offends both the productional and distributional principles. 


Should Real Estate Taxation be Lowered? 

The question then arises as to why we should not set our- 
selves to the task of removing these anomalies. Why not 
lower local rates on real estate and increase other taxes? 

The paramount objection to lowering local rates by in- 
creasing provincial grants, is that by doing so we would be 
bestowing an immediate bonus on a large number of people 
who have in recent years purchased real estate. For every 
buyer of real property, if he acts rationally, takes into ac- 
count the taxes assessed on the property in calculating the 
price he is prepared to offer. When taxes are capitalized at 
the current rate of interest by the buyer, they do not in 
future constitute a burden by reason of the fact that he has 
allowed for them in the price he pays for the property. If 
during his tenure taxes unexpectedly increase, the burden 
so far as the taxes are “onerous” will be upon him. If they 
are reduced he will receive an outright gift of an amount 
equal to the reduction in rates capitalized at the current 
rate of interest, assuming that it is not offset by impair- 
ment of beneficial services. It is necessary, therefore, to 
make a distinction between old tax burdens and new. In 
the course of time, real estate has been bought and sold, 
bequeathed and inherited, until many of the existing local 
taxes constitute “hereditary burdens.” It is evident then 
that local taxes should not be reduced below the amount 
which is expended for services beneficial to real property; 
nor from the standpoint of equity, should a tax which has 
been capitalized in the selling price be reduced. The diffi- 
culty of doing perfect justice, of course, is no excuse for not 
doing as much as we can. Any general relief given to real 
estate owners in the form of a reduction in local rates, that 
is achieved by an increase in grants, will be a mixture of 
good and evil. Obviously a reduction in local taxes will be 
small comfort to people who have already been dispossessed 
of their property and they may be further injured if resort 
is made to a sales or other consumption tax to make up the 
deficit in revenue. Until we know what has been the volume 
of turnover of real property during the last several years, 
any appreciable relief given to real estate by collecting more 
revenue for instance from the sales tax, is taking a step in 
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the dark. And it should be no part of the aims of legislators 
to bestow an unexpected gain upon people who have recently 
repossessed or purchased real estate when they have as- 
sumed a continuation of prevailing local tax rates. 

On the other hand, local governments in Canada are 
undeniably saddled with responsibilities which they are not 
adequately equipped to finance. The single important source 
of tax revenue that they possess consists of rates on real 
property. Indeed, that source is the only one they can ef- 
fectively and economically tax and any extension into other 
fields will bring capricious and inefficacious results. Cer- 
tainly the municipalities should not be required to assume 
any further financial obligations in respect to “onerous” 
services and if the turn-over of property has not been large 
during the last several years, some relief to real estate 
will be on balance in the best interests of the Dominion.* 





1The task or ascertaining the ‘net’ turnover of real estate in a 
prescribed period of time involves an immense amount of laborious 
work. The writer, however, has obtained certain rough figures of the 
volume of turnover for the city of Toronto which may not be al- 
together devoid of interest. 

The number of transfers of real property per year during the 
period 1931-1938, according to the Assessment Commissioner’s Report 
of the City of Toronto, ranged from 5,846 in 1933 to 6,854 in 1937. 
In 1938 the number was 6,672. The total number of buildings in 1929 
was about 128,600 and in 1938 about 132,000, while the number of 
parcels of vacant land in the latter year was 5,399, of which the 
City of Toronto owned 1185. Thus the ratio of transfers to the 
aggregate number of properties during this period was in the neigh- 
bourhood of five per cent. However, when deductions are allowed for 
transfers of real estate such as an exchange of one parcel of property 
for another, a sale of real estate where the sale money is employed 
to purchase other real property, a transfer of property in the form 
of a gift, a transfer of real property from a husband to a wife, etc., 
a transfer of property more than once within a brief period, the ‘net’ 
turnover will be considerably lower than five per cent. per annum. 
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GENERAL GRAIN TRADE TERMS 


By Milton Howard, Chartered Accountant, 
Winnipeg, Manitoba 


Although the buying and selling of grain is a very 
important feature of the general business of Canada, it is 
a fact that many of the expressions generally used in the 
trade are unfamiliar to a large number of our practising 
chartered accountants. While the accounting in connection 
with the grain trade is largely centred in Winnipeg, doubt- 
less many occasions will arise at other points through- 
out the Dominion where a working knowledge of some of 
the more commonly used expressions would be of advantage. 

With a view to supplying a handy compact reference in 
this connection the following brief definitions of the various 
trade terms more generally in use on the Winnipeg market 
are submitted. 

Street Price: The price paid to the farmer, by the wag- 
gon-load or truck-load, for grain delivered at a country 
elevator. 

Track Price: The price quoted for grain loaded and billed 
but not as yet inspected. The price is always quoted basis 
in store Fort William or Port Arthur, and is subject to all 
charges incurred for transportation, inspection, weighing, 
cleaning, drying, etc. 

B. & I. Price: Billed and Inspected, but not as yet un- 
loaded. This means that the car has passed the inspection 
point and has been graded by the Inspection Department. 
The price quoted is on the same basis as the track price. 

Spot Price: The price quoted for grain in store and ready 
for immediate delivery to the purchaser. The quotation is 
usually on the basis of Fort William, Port Arthur or Van- 
couver. 

Flat: Transactions under which no futures are ex- 
changed at the time of making a sale or a purchase, as 
the case may be. 

Carrying Charges: The interest charges and the costs of 
storage and insurance on grain. 

Handling Charge: The charge for handling the grain 
through the country elevators. 

Spread: The difference between prices which are being 
compared. 
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Inspection: The inspection, weighing and grading of 
grain carried on by officials of the Board of Grain Com- 
missioners, appointed under the Canada Grain Act. 

Inspection Point: A place at which the Board of Grain 
Commissioners has made provision for the inspection of 
grain and the issue of inspection certificates in respect 
thereof. 

Divisions: Under the Canada Grain Act the two divisions 
of the Dominion of Canada for the purposes of the adminis- 
tration of the Act. The Eastern Division comprises all of 
Canada lying east of the City of Port Arthur while the 
Western Division consists of all that portion of Canada 
lying west of and including the City of Port Arthur. 

Western Grain: Grain grown in the Western Division. 

Country Elevators: Elevators situated at stations along 
the railroad lines in the Western Division, which receive 
grain for storage before the grain has been officially inspect- 
ed and graded. 

Line Elevators: Country elevators which are owned or 
operated by companies operating elevators at several 
country points. 

Terminal Elevators: Elevators in the Western Division 
into which western grain is received after the issue of in- 
spection certificates under the terms of the Canada Grain 
Act, or contemporaneously with an inspection under the Act. 
At present these points are Vancouver, New Westminster, 
Victoria, Prince Rupert, Churchill, Fort William, Port Ar- 
thur and Duluth and Superior. Interior terminal elevators 
are located at Calgary, Edmonton, Lethbridge, Moose Jaw 
and Saskatoon. 

Mill Elevators: Elevators in the Western Division pri- 
marily engaged in the business of manufacturing grain 
into some other product and into which is received only such 
grain as is the property of the owner or lessee of such mill 
elevators. 

Private Elevator: An elevator which is used exclusively 
for the storage or handling of grain belonging to the owner 
or lessee of the elevator, or, in the case of a co-operative 
association of grain growers or of a company controlled by 
such association which is used by such association ex- 
clusively for the storage or handling of grain either belong- 
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ing to it or produced or received from some one or more of 
its members. 

Semi-Public Elevators: Elevators, other than mill ele- 
vators, which have been expressly licensed to bin (or mix) 
any grain except certain specified grades of wheat in such 
manner as seen fit by the owner or lessee of such elevators. 

Public Elevators: Elevators other than mill elevators, 
private elevators, or semi-public elevators. Public elevators 
are not permitted to own or deal in grain nor are they 
allowed to mix different grades of grain together while in 
store. 

Primary Receipts or Shipments: The total receipts at 
or shipments from country points. 

Visible Supply: Total stocks of grain in store in country 
elevators, interior and lake terminal elevators, Eastern and 
Western seaports (including Canadian grain in United 
States ports), and in transit. 

Worked for Export: Sales of grain for export to Euro- 
pean or Asiatic countries. 

World Visible Supply: (except Russia and China). The 
visible supply in Canada and the United States, stocks at 
ports in Great Britain, Argentine, Australia and India, con- 
tinental European port stocks, and grain ‘in process of 
transport by lake or ocean vessels. 

World Shipments: Total weekly shipments of grain from 
exporting countries, including wheat flour shipments con- 
verted to their equivalent in bushels of wheat. 

Cash Trades: Transactions in which actual grain in a 
specified position is bought or sold, the terms of the sale 
being for cash upon delivery. 

Spot Trades: Transactions in which the grain is already 
at the delivery point and ownership is immediately trans- 
ferred. 

Future Trades: Contracts for the purchase or sale of 
grain to be delivered within some specified month in the 
future are known as “futures.” 

Unit of Trading: The unit of trading in futures for 
wheat, oats, barley and rye is 5,000 bushels, and for flax 
1,000 bushels. A large volume of the business transacted, 
however, is done in odd lots of 1,000, 2,000, or 3,000 bushels. 
Trades of 500 bushels in flax may be executed. Quotations 
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are recorded on the board only in the case of trades for full 
units or “round-lots” as they are sometimes termed. 

Delivery Months: The months for which futures con- 
tracts may be made. These are May, July, October, No- 
vember and December. 

Hedge: The sale or purchase of a “future” as a protec- 
tion against loss due to market fluctuations on contracts for 
the purchase or sale of actual grain or flour. 

Open: The range of quotations recorded within two min- 
utes following the first trade. 

High: The highest price recorded during a session. 

Low: The lowest price recorded during a session. 

Close: The last quotation recorded. 

Bulge: A sudden advance in prices. 

Break: A sharp decline in prices. 

Options: An agreement whereby one person purchases 
the right, but is not thereby obligated, to buy from or sell 
to the second person, a certain amount of grain at a certain 
price, the privilege to be exercised within an agreed time. 
Options are either “bids” or “offers,” these terms having 
taken the place of what were formerly known as “puts” and 
“calls.” A bid is a privilege to sell grain while an offer 
is a privilege to buy. 

Scalper: One who operates for profit in the fluctuations 
occurring within the limits of one session of the market. 

Spreader: One who purchases in one market and sells 
in another, or purchases the option of one month against the 
sale of another month in the same market. 

Long: The position of one who owns or has purchase 
contracts for a greater amount of grain than he has sales 
contracts. 

Short: The position of one who has contracted for a 
greater amount of sales than he owns grain or has pur- 
chase contracts. 

Grain Position: A statement showing the net difference 
between the inventory of the company’s own grain and its 
open grain contracts. 
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WAR-TIME FINANCE 


recent articles in The London Times by Mr. J. M. 
Keynes, the eminent British economist, are closely re- 
lated to matters which have been previously discussed in 
these notes. The title of Mr. Keynes’ articles is “Paying for 
the War.” The articles embrace a proposal of compulsory 
saving which would withhold purchasing power in war time 
when the production of consumers goods must inevitably 
be restricted to an economic minimum. This “blocked” 
purchasing power would be released afterwards when con- 
sumers goods will presumably be more available. 

It is perfectly clear that the wage-bill of the United 
Kingdom will increase during the war. It is also the declared 
policy of the government to keep the prices of consumption 
goods as near as it can to pre-war levels. It is inevitable 
then that if nothing is done, the purchasing power of wage 
earners will in the aggregate command more goods. Now 
it is also clear beyond need of demonstration that resources 
of men and capital will be increasingly diverted to producing 
implements of war and away from the production of con- 
sumers goods. Once full employment is attained with the 
increasing urgency of war demands there will be only so 
much productive power available for producing consumers 
goods. Mr. Keynes presumably agrees that the best we 
could hope for is that with full employment we might nearly 
hold our pre-war standards of working class consumption 
in terms of goods. But the wage-bill will continue to in- 
crease. The problem of how to deal intelligently with a 
rising wage-bill and an enforced rigidity of output of con- 
sumers goods is difficult. It means that the working classes 
with larger money incomes than before must not consume 
any more goods than they did before. What possible ways 
are there of achieving this? 

Mr. Keynes dismisses rationing as a solution in that it 
is at once intolerably bureaucratic and economically ineffec- 
tive. He dismisses anti-profiteering measures on the ground 
that profiteering is more a symptom of deeper troubles than 
it is a cause of the troubles the people complain about. 
Might we not, however, suggests Mr, Keynes, work out some 
intelligent compromise measures? Let us tax somewhat the 
newly generated and generating wage-bill before it wrecks 
its havoc with prices. But also let us admit that prices 
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should be allowed to go up in some degree to cover the in- 
creased cost of imports due to such things as the exchange 
depreciation, war-time shipping rates and the rise in gen- 
eral world prices. Such rises in price as these must be 
allowed for in the British price structure for they are after 
all necessary to preserve the price and cost relationships 
in the British economy. But in addition to these measures 
let us also prevent the remainder of the increased purch- 
asing power due to the increased wage-bill of war time from 
fully impinging on the limited war-time supply of consum- 
ers goods. Let us defer this impingement until after the 
war when there will be more consumers goods for it to 
impinge upon. In the meantime the wage earners would be 
given a claim exercisable in the future for that part of 
their present income which is now withheld from them. It 
is the novelty of this proposal when associated with the 
name of Mr. Keynes which makes it so interesting. 

It has previously been pointed out in these columns that 
whether a war is financed by taxation or borrowing the 
war generation really pays for the war. Mr. Keynes quali- 
fies that general position by asserting that it is not wholly 
a matter of indifference to a given individual whether the 
war is financed by taxes or war loans. In the first case, 
there is a deterrent to current economic activity on the part 
of business men and wage earners that does not exist in 
the second case. Buyers of war bonds get a claim over 
future resources rather than a mere tax receipt and the 
difference is psychologically significant. It is true, of course, 
that if every one holds claims over future resources some- 
what proportionate to their present incomes their relative 
position in the future will not be any different than it is 
now and nobody will gain from the procedure. But in the 
meantime we have restricted the demand for consumers 
goods to the reduced available supply. The withheld or 
“blocked” purchasing power of the war years will be re- 
leased in the inevitable post-war depression and its release 
will ease what is admittedly going to be a period of very 
great strain. There is not space here to discuss just how 
Mr. Keynes proposes to “block” this purchasing power but 
for the present it must suffice to note that here is a scheme 
designed to deal at once with the problem of war finance 
and the problems of a post-war depression. The imaginative- 
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ly brilliant qualities of that man who told us of the economic 
consequences of the last peace treaty long before those con- 
sequences had become generally apparent may prove to be 
one of our great advantages during the present war. 

R. McQueen 


Editor’s Note: This is the fourth in a series of articles on war 
financing by Professor McQueen of the University of Manitoba. 


COMPETITIVE BIDDING FOR AUDIT ENGAGEMENTS 


A Statement by the Executive Committee of the American 
Institute of Accountants 

Editor’s Note: At the annual meeting of The Dominion Asso- 
ciation of Chartered Accountants held last August in Saskatoon, Mr. 
Collins, President of the American Institute of Accountants, referred 
to the statement on the subject of competitive bidding then being 
prepared by a committee of his Institute. The Secretary of the In- 
stitute has kindly sent us a copy of the statement which we take the 
opportunity of publishing this month. 


OMPETITIVE bidding for engagements to render pro- 

fessional service is unsound and illogical. Certified pub- 
lic accountants and their professional societies have long 
endeavoured to discourage the practice on the ground that 
it is harmful both to those who receive the service and 
those who render it. 

The reason for opposition to competitive bidding is 
not a desire to restrict free and fair competition, nor an 
effort to monopolize accounting practice, but a belief that 
competitive bidding for audit engagements is not in the 
best interest either of the public or of the accountancy 
profession. 

An audit consists of an examination of accounting rec- 
ords and underlying data in conjunction with independent 
confirmation of certain items which are susceptible to that 
kind of check. The extent of the examination, that is, the 
number of records of actual transactions which will be scru- 
tinized, and the number of items which will be independently 
confirmed, must rest largely in the judgment of the auditor. 
It is his duty to make sufficiently extensive investigations 
and tests to satisfy himself that the records and financial 
statements fairly reflect the financial condition of the en- 
terprise, and the results of its operations. The cost of such 
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an examination depends largely upon the time spent by the 
certified public accountant and his assistants in doing the 
work described. The final product is the accountant’s 
opinion as to whether the financial statements as submitted 
fairly present the condition and results, with perhaps addi- 
tional detailed comment on various items for the informa- 
tion of the managers of the enterprise. The opinion may 
be valueless if offered by an incompetent person, or if 
offered on the basis of an examination which is inadequate 
to enable the accountant to form a valid opinion. The 
client, however, cannot know whether the opinion he has 
received is of value unless something later occurs to prove 
the contrary. 

A comparison of fees or rates quoted by two or more 
accountants is worthless since there is no means of measur- 
ing the relative value of the services rendered. With price 
competition there is a strong temptation to the less scru- 
pulous accountant to submit a lower bid than is justified 
by the requirements of adequate performance. If the low 
bidder is chosen, it then becomes his problem to get the 
work done at a profit, or at least without actually losing 
money. This may be done only by curtailing the scope of 
the examination, or by employing assistants at lower than 
customary salaries. 

Just as an individual would employ a physician in whom 
he had confidence, the managers of an enterprise should 
employ a certified public accountant in whom they have 
confidence, rather than one who offers to perform the work 


~ at a lower price. In the long run the client must depend 


upon the accountant’s judgment. There is no way in which 
a client can check the accountant’s mental processes and 
those of his assistants to determine that an adequate ex- 
amination has been made. 

Even detailed specifications of the work to be done serve 
as no protection because it is impossible to specify the 
exercise of good judgment. Laying down rules of procedure 
to be followed by an accountant by no means assures a 
good audit. A competent accountant after commencing an 
engagement might find many things in the specifications 
which were unnecessary in the given case, and many steps 
not mentioned in the specifications which should be taken. 

Opposition to competitive bidding does not indicate any 
intention to seek uniformity in fees or rates for accounting 
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services, nor to interfere in any way with arrangements 
as to fees, rates or scope of work which may properly be 
made between the client and his accountant. The propriety 
of settling and completing such arrangements before or 
after the accountant is engaged is unquestioned. Nor is it 
suggested that clients or prospective clients may not prop- 
erly inquire and be informed as to the amount or basis 
of an accountant’s fees for services under discussion. 
Experience has shown beyond any doubt, however, that 
selection of accountants on a competitive price basis leads to 
poor quality of work. Often audits undertaken on the 
basis of competitive bids are not worth even the relatively 
small amount paid for them. Competitive bidding is in- 
compatible with service of a proper professional standard. 
Note—This statement was approved for release by the 
council of the American Institute of Accountants at 
its meeting at San Francisco, September 21, 1939. 
The statement has been reprinted in the form of a 
leaflet and copies are available without charge. Re- 
quests should be addressed to the American Institute 
of Accountants, 13 East 41st Street, New York. 


Calculating 1939 Income Tax of Individuals 


We are indebted to Mr. A. R. McMichael, F.C.A., To- 
ronto, for the following memorandum on the calculation 
of the tax on the income of individuals for the year 1939: 

The Amendment of the Income War Tax Act (3, Geo. 
VI, 1939, Chap. 6) assented to 138th September, 1939, pro- 
vides that paragraphs (a) (aa) and (b) of the First Sched- 
ule of the said Act are amended by increasing the rates 
in each case by twenty per centum thereof. 

To simplify assessment procedure by the Department 
and to simplify the computation of tax by the taxpayer, 
the Income Tax Division of the Department of National 
Revenue has indicated that it will be entirely satisfactory 
to compute the rates of tax in the ordinary way and then 
simply add 20% to the resultant tax calculated. 
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Our Contributors This Month 

Joun Laine Couuins, whose article “Audit of a Life In- 
surance Branch Office” appears in this issue, became a 
member of the Institute of Chartered Accountants of On- 
tario in 1931. In the same year he joined the staff of the 
Mutual Life Assurance Company of Canada and in 1937, 
after a period of service, first in the capacity of branch 
secretary and later as auditor at various branches of the 
company, he was appointed to the head office position which 
he now holds as Supervisor of the Mortgage Department. 

MiLtTon Howarp, a member of the Institute of Chartered 
Accountants of Manitoba, who writes on “General Grain 
Trade Terms” this month, is the author of several articles 
previously published in the Magazine and needs no intro- 
duction to our readers. 

GEORGE GATHERCOLE is a graduate of McMaster University 
(1935) and has done two years post-graduate work in Public 
Finance at the London School of Economics. In 1938 he 
was engaged to prepare memoranda in connection with the 
Submission of the Government of Ontario to the Royal 
Commission on Dominion-Provincial Relations and later 
joined the research staff of that Commission. At the present 
time he is a member of the staff of the Citizens’ Research 
Institute of Canada and is also doing some graduate work 
at the University of Toronto. 


Chartered Accountants and the War 

From time to time information is reaching the Editorial 
Committee from the Secretaries of Provincial Institutes 
concerning members who are becoming engaged in activities 
arising out of the participation of Canada in the War. Fol- 
lowing is a memorandum of brief particulars received dur- 
ing December. 

Captain C. D. Armitage, Sherbrooke, is Quartermaster, 
No. 1—General Base Depot Reserve, with headquarters at 
Sherbrooke, Quebec. 

Major M. J. Crehan, Vancouver, has been on active 
service since the outbreak of war with the Irish Fusiliers 
(Vancouver Regiment). 

Lieut. T. M. Fyshe, Montreal, 712th Field Battery, 
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R.C.A., First Division, C.A.S.F., is serving as Staff Orderly 
Officer. 

Major G. W. Hudson, Moncton, company commander 
with the New Brunswick Rangers, is now stationed at Saint 
John, N.B. 

Lieut.-Col. A. E. Walford, Montreal, is serving on the 
Headquarters Staff of Major-General McNaughton, officer 
commanding First Overseas Division, C.A.S.F. 

Captain J. S. Walford, Montreal, 5th Field Battery, 
R.C.A., C.A.S.F., is now located at the Base Post Office, 
Canada. 


Walter E. H. Massey Estate Case 

A judgment of the Supreme Court of Canada delivered 
on 9th December 1939 affirmed the decision of the Ex- 
chequer Court of Canada in the case of Exzecutors of the 
Estate of Walter E. H. Massey v. Minister of National Revenue. 

It is not necessary to refer again to the details of this 
case as a summary of the judgment of the Exchequer 
Court was published in the January 1939 issue of THE 
CANADIAN CHARTERED ACCOUNTANT. It may be noted, how- 
ever, that the Chief Justice upon conclusion of his judgment, 
concurred in by a majority of the court, stated: “If I am 
right in my view that in fact the surplus represented un- 
distributed income actually existing, though in various 
forms as current assets, then I think the conclusion is that 
the conditions of section 17 [of the Income War Tax Act] 
have been fulfilled. I should add that, in my view, the 
premium so-called was a premium within the contemplation 
of section 17.” 


(Note—The decision of the Exchequer Court in this case appears 
as L48 in the summary of legal decisions prepared by the Dominion 
Association of Chartered Accountants and supplied to its members.) 


Housing and Home Improvement Loans 

According to a release by the Minister of Finance, loans 
under the National Housing Act to 30th November 1939 
aggregated $46,731,000, the number of units financed being 
13,0938. During the twelve months ended on that date 
6,338 loans valued at $20,295,000 were made, compared with 
3,873 loans valued at $13,901,000 in the preceding twelve 
month period. This represents an increase of 63 per cent. 
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in the number of loans made, and of 46 per cent. in loan 
values. 

The coverage under the Act extends to 394 cities, towns 
and villages. Every province, with the single exception 
of Alberta, is represented, with loans in Ontario being 
slightly more than half of the total in both number and 
value. 

Home Improvement loans granted up to 30th November 
1939 numbered 94,451 at a value of $38,165,658.86. Each 
of the first eleven months of 1939 showed an increase over 
the corresponding month of 1938 with a total increase for 
the eleven month period of more — $3 millions in the 
value of loans made. 


Sugar in Canada 


Sugar is the subject of a brief informative article in 

the November 1939 issue of The National Revenue Review. 
Canada imports annually over $20 millions worth of sugar 
and sugar products almost all of which comes from British 
Empire countries — British West Indies, Australia, Fiji 
Islands and British Guiana. Refining processes are carried 
out by Canadian industry mostly from imported raw cane 
sugar although there is a growing utilization of Canadian 
beet sugar production. 
In the fiscal year 1938-39 sugar imports totalled 955.7 
million pounds valued at $20.3 millions. Of this total, 96 
per cent. in quantity and 838 per cent. in value came from 
Empire countries. British Guiana was the leading supplier 
with 30 per cent. of the quantity at 26 per cent. of the 
value, the next in line being Jamaica with 21 per cent. in 
quantity and 18 per cent. in value. 

The Canada Year Book 1939 places domestic beet sugar 
production in 1937 at about 120.4 million pounds valued at 
$5.2 millions. Sugar beet refining plants are located in 
south western Ontario and in southern Alberta. There has 
been considerable progress in this industry in recent years. 

Canadians consume yearly about one hundred pounds 
of sugar per capita in various forms. 
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Dominion of Canada 


Statement of Liabilities and Assets 
as at 3lst March, 1938 and 1939* 


E 


1938 1939 
LIABILITIES $ cts. $ cts. 
FUNDED DEBT AND TREASURY BILLS— 
Payavle if TAMBGA 2..6cccccsccess 2,455,665,007 67 2,510,490,007 67 
Payee in TONG 6 inks ccc cecccss 409,867,596 79 406,207,026 63 
Payable in New York ............. 449,000,000 00 469,000,000 00 


3,314,532,604 46 3,385,697,034 30 


FLOATING DEBT— 
Funded Debt Matured and Outstanding— 


Payable in Canada ........0s000 2,650,862 12 1,789,610 12 
Payable in Canada and New York 890,500 00 757,800 00 
Payable in London ..... 0.0060 17,490 17 106,097 34 
Payable in New York .......... 118,700 00 107,700 00 
Stock Payable on Demand ........ 25,427 40 25,427 40 
3,702,979 69 2,786,634 86 

Interest due and unpaid ........ 1,679,928 31 1,888,816 79 
Outstanding cheques ............. 9,884,659 35 6,751,685 07 


15,267,567 35 11,427,136 72 


TRUST AND CONTINGENT FUNDS AND 
OTHER LIABILITIES— 
Bank Circulation Redemption Fund 5,967,226 77 5,462,027 78 
Post Office Account—Money Orders, 
Postal Notes, etc., outstanding 3,664,725 59 2,498,656 23 
Post Office Savings Bank Deposits 22,587,233 09 23,045,575 64 


Government Annuities ........... 107,644,200 00 123,066,398 02 
Superannuation and Retirement 
PMR: avding sess auukaasesascsace 65,277,130 97 67,923,091 90 
SRBRPAREG FROGS: 2 icccccsccvcccccs 28,411,224 61 30,231,362 51 
SnGinn Trest FUMAS o.oo oséccccces 14,081,905 63 14,149,503 19 
Common School Trust Fund ..... 2,676,728 17 2,676,850 47 
Other Trast FUNGS ociicsccscccves 4,192,569 83 4,502,102 36 
Province Debt Accounts .......... 11,919,973 07 11,919,973 07 
Reserve for Losses on Wheat Mar- 
ROIS MSRP RRUBOD: caccccuvecess  .. SaueGeeunie 25,000,000 00 
Contingent and Special Funds .... 11,968,380 96 3,010,880 68 
278,391,298 69 318,486,421 85 
Total Liabilities ........... 3,608,191,470 50 3,710,610,592 87 
ASSETS 
SR RUSEN CAs OE Baca eno asin & Sule bra 8,297,388 71 32,127,821 68 
oe Co rr 22,649 07 475,921 32 
EN NU, ook edie ee eolenees 65,657,699 66 69,993,620 41 
Bank of Canada—Capital Stock In- 
RE Gch cea kwon ak Cann os 5,100,000 00 5,920,000 00 





GENERAL NOTES 


Loans and Advances— 
To Canadian Broadcasting Corpora- 


RMD. bio hnis Seles sGuba hes eaw sen 500,000 00 450,000 00 
To Canadian Farm Loan Board 
(including capital stock) ...... 31,598,255 99 34,418,291 00 
To Canadian National Railway 
ROGMMEMNNE 5 as Se serrte ans oueuaiascente < 14,717,885 49 18,558,976 05 
To Canadian National (West 
Indies) Steamships Limited .... 450,000 00 450,000 00 
To Canadian Pacific Railway Com- 
WE eae wig seen oun wats Oe Nas 1,613,760 00 1,402,820 00 
Under Dominion Housing Act, 1935, 
and National Housing Act, 1938 2,754,512 56 5,411,954 27 
To Foreign Governments— 
RE a ciliate hes airs ean okle 4 6,525,000 00 6,525,000 00 
I oS heases eakecscue 24,329,262 40 24,329,262 40 
Under Municipal Improvements 
DS Ot FUBO Sasscse ess... wisi Siakerosla sis 815,087 60 
To National Harbours Board .... 85,091,521 42 85,783,624 17 
To New Westminster Harbour Com- 
MM eke Rae Sas eee 274,537 23 274,537 23 
To Provinces— 
Post-War Housing Loans ....... 3,308,000 00 3,203,000 00 
Unemployment Relief Loans .... 129,801,198 42 144,786,039 02 
Alberta—subsidy overpayment .. 468,750 00 468,750 00 
For Soldier and General Land 
BOUIOES. J. kvnaOaeanvackeeies 42,232,502 01 40,588,429 93 
848,665,185 52 367,465,771 67 
Province Debt Accounts ............ 2,296,156 30 2,296,156 30 


Purchase of Railway Equipment, 
Leased to— 


Canadian National Railway Com- 
DAE woisn connec scinaeeatae 6,723,250 01 6,206,076 94 


Canadian Pacific Railway Company 5,730,000 00 4,848,461 54 


42,458,250 01 11,054,588 48 
Unamortized Discount and Commis- 
: ee ON TIS NNS 60s ita deoss cs 41,208,587 86 41,798,328 35 
Miscellaneous Current Accounts— 
Canadian Government Railways— 


Workin’ Camptell iiciccccccccciss 16,771,980 54 16,771,980 54 
Royal Canadian Mint Purchase Ac- 

OMEN. sicba ses edcuseasaanacew’s 4,127,818 16 3,440,406 58 
Other ACCOUMIS <.4s). ios seccuce ees 6,923,184 42 6,706,733 06 


27,822,983 12 26,919,120 18 
Otel. AEBS siccsciccsesn oe 506,523,900 25 558,051,278 39 


Total Net Debt (no credit 
has been taken for non- 
BCUVE GBBBIB) occedkccccces 3,101,667,570 25 3,152,559,314 48 


*This table is taken from a statement of the public debt and the 
revenue and expenditure of the Dominion of Canada, as by returns 
furnished to the Department of Finance for the fiscal years ended 
31st March, 1938 and 1939, published in The Canada Gazette (7th 
October). 
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Municipal Sinking Fund 


In our issues of July and August 1939 we published in 
two parts a report on “Financial Administration and a 
System of Accounting for Municipalities in the Province 
of New Brunswick.” This report, which was prepared as 
a voluntary service by the New Brunswick Institute of 
Chartered Accountants at the request of the Department 
of Education, Federal and Municipal Relations of that prov- 
ince, was described in part by The Montreal Gazette “as in- 
dication that at least one provincial Government is attempt- 
ing to replace chaos with a province-wide uniform system.” 


This progressive attitude on the part of the New Bruns- 
wick government has again been displayed with the recent 
publication by the Department of Federal and Municipal 
Relations of a “Manual of Accounting for Municipal Cor- 
porations—Sinking Fund” for the information and guidance 
of municipal officials in that province. Mr. L. M. Byron, 
accountant of the Department at Fredericton, has very 
kindly supplied us with a copy of this instructive manual 
which, it is noted, he himself has prepared out of his wide 
experience in this work. 


In its seven sections the manual presents the principles 
and problems of sinking fund operation and of the adminis- 
trative and accounting procedures to be followed. After 
giving a brief definition of a sinking fund, the manual 
continues with expository comments with respect to the 
determination of the amount of the annual contributions 
to the fund, supplementing these remarks with tables show- 
ing a practical illustration of the calculations involved. 
The actuarial requirements at the end of any year are 
noted and are followed by an explanation of the procedure 
for making any adjustments that may be required in the 
amount of the fund. A series of brief paragraphs review 
a number of the important factors in and methods of ad- 
ministering a sinking fund. The accounting features are 
then dealt with at considerable length. The necessary 
records are outlined and then, by means of journal entries 
related to the practical illustration previously mentioned, 
together with appropriate explanatory comments on each 
entry, the accounting procedure is described in detail. This 
description covers all phases of sinking fund accounting; 
recording the annual contributions, the purchase and sale 
of securities, the collection of income, the retirement of 
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debentures and the creation, adjusting and closing of the 
related reserve account. There follows a brief description 
of the necessary books of account and a review of the re- 
quirements for reporting to the government on fund opera- 
tion. A number of specimen forms for sinking fund cash 
and investment records and of reports to the provincial 
government are shown at the end of the manual. 


Controller of Salvage in Great Britain 


The following British war service appointment was an- 
nounced in The Accountant (London), 25th November 1939: 


Mr. H. G. Judd, C.B.E., C.A., a partner in the firm of Mann, 
Judd, Gordon & Co., has been appointed Controller of Salvage in 
the Ministry of Supply. The Salvage Department, of which Mr. 
Judd will be head, is to take general control of the collection and 
utilization of waste products of all descriptions, and will co-operate 
closely with the Ministry of Food, the Ministry of Agriculture, 
local authorities throughout the country, and the military services. 
During the last war Mr. Judd served on the cost accounting and 
contracts staff of the Ministry of Munitions. 


That the appointment has been regarded in lighter vein 
is shown by this Canadian Press dispatch from London: 
‘RAG-BONE, RAG-BONE’ 
THEY CRY OFFICIALLY 


London, Dec. 8—(CP)—Three super-garbage men have been 
appointed by Leslie Burgin, minister of supply, to go over the 
nation’s refuse dumps and collect anything that can be used in 
the war drive. 

Garbage-man No. 1—he is officially known as controller of the 
salvage department—is Harold Geoffrey Judd, 61, chartered ac- 
countant. The others are Col. R. H. R. Benson, deputy controller 
on the military side, and J. C. Dawes, from the ministry of health, 
on the civil side. 

Listed among the stuff to be salvaged are old sacks and bags, 
rags, curtains, horsehair, old tires, copper wire, rabbit-skins, old 
collars, shirts, feathers and silk stockings. 


Indian Accountancy Board 

The Government of India has decided to convert the 
Indian Accountancy Board into an autonomous body com- 
posed largely of members elected from the profession. The 
Board was established as a sequel to the Indian Companies 
Act 1918, so that well-qualified persons would make audits 
of the companies registered under the Act. The first Board, 
however, did not come into existence until 1932 and the 
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second in 1935 both being nominated. But the Govern- 
ment’s intention was always to make the situation as much 
akin to Western practice as possible as soon as feasible, 
hence the introduction of the elective principle which comes 
into force for the formulation of the next Board. The Board 
consists of 20 members, of whom 12 will be elected, one 
nominated by the Federation of Indian Chambers of Com- 
merce, one by the Associated Chambers of Commerce of 
India, and four by Government. The Secretary of the 
Commerce Department of the Government of India will be 
ex-officio chairman, while the Auditor-General] will represent 
the Government of India. The elections took place on 19th 
June and all registered accountants enrolled on the Register 
of Accountants on or before 1st July 1938 were eligible to 
vote. The nominations for election to the Board were lim- 
ited to approved accountants only, who are authorized to 
train articled clerks under the Auditors’ Certificates Rules 
1932. Under the Rules the Governor-General maintains a 
Register of Accountants who shall be entitled to apply for 
certificates to practise as auditors of companies throughout 
British India. Those who may enrol are those holding a 
Government Diploma of Accountancy and those who have 
passed the recognized examinations of professional bodies 
elsewhere. Such persons are entitled to call themselves 
Registered Accountants. The examinations for the diploma 
are a first and a final. The Governor-General also has the 
power to constitute Local Accountancy Board for any area. 
—The Accountant (London). 
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[Eprror’s Note: The following are brief summaries of recent de- 
cisions of the Canadian Courts as taken, by the kind permission of 
the Canada Law Book Company, from the Dominion Law Reports. 
In each case reference is made to the volume of the Reports where the 
full judgment may be found. It should be kept in mind that the de- 
cisions given may not in every case be final.] 


Income Tax—Depreciation allowance—Minister’s discretion 


(Pioneer Laundry & Dry Cleaners Ltd. v. Minister of 
National Revenue) 
Judicial Committee of the Privy Council 

A taxpayer has a statutory right to an allowance for 
depreciation under the Income War Tax Act, R.S.C. 1927, 
c. 97, and the Minister’s discretion under s. 5 must be exer- 
cised upon sound and fundamental principles. He is not 
entitled to disregard the separate legal existence of a cor- 
poration or that the corporation, not its shareholders, is 
the taxpayer. Accordingly the rejection of a depreciation 
allowance on a company’s equipment, on the ground that 
100% allowance had been made for such equipment when 
owned by a liquidated company whose shareholders were 
the same as those of appellant company, will be set aside.— 
[1939] 4 D.L.R, 481. 


Sales tax—Refinery selling to sales company—Whether one 
business in fact—Basis of sales tax 

(The King v. Plotkins et al.) 

Exchequer Court of Canada 
An oil sales company purchased 60% of its supplies from 
a refinery whose owner was also founder and manager of 
the sales company but the owner of only one share thereof. 
The company and the refinery occupied the same offices; the 
refinery’s receipts from all sources were deposited in the 
company’s bank account, and its accounting and clerical 
work was performed by the company’s staff. On the other 
hand, sales between them were regulated by a contract, and 
accounts between the two were regularly settled. Profits 
and losses were divided between them in the ratio of their 
respective invested capitals. Held, the refinery was liable 
for sales tax on the basis of its sales price to the sales 
company and not on the basis of the latter’s price to its cus- 
tomers. The intimate business relations of the two did not 
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indubitably point to an arrangement for evasion of the tax, 
or indicate that either so dominated and controlled the busi- 
ness of the other as to constitute the two but one business 
in fact.—[1939] 4 D.L.R. 128. 


Taxes—Interest on moneys deposited—Whether income— 
Assessment Act (Ont.), s. 1(f) 
(Bouscadillac Gold Mines Ltd. v. Toronto) 
Ontario Court of Appeal 

Under s. 1(f) of the Assessment Act, R.S.O. 1937, c. 272, 
providing ‘‘ ‘Income’ shall mean the profit or gain .. . re- 
ceived by a corporation from its business . . . and shall in- 
clude interest . . . received from money ... or from any 
other investment ... ,” interest received from moneys on 
deposit is not separately taxable as income but is merely 
one of the elements constituting the corporation’s profit or 
gain from its business. Accordingly interest received by a 
mining company upon moneys received from the sale of 
its shares and temporarily deposited pending its expenditure 


in development work is not assessable as income without de- 
duction of operating expenses. Furthermore, the moneys 
so deposited were not an independent investment but con- 
stituted part of the company’s business. (Riddell J.A. 
contra.) —[1939] 4 D.L.R. 537. 


PERSONALS 


Alexander G. Calder, F.C.A., a former president of the 
Institute of Chartered Accountants of Ontario, was elected 
in December an alderman of the City of London, Ontario, 
for the year 1940. 





BOOK REVIEW 


PROVINCIAL NEWS 


BRITISH COLUMBIA 


The Institute of Chartered Accountants of British Col- 
umbia recently held two social occasions. An informal 
dinner for members was held on 24th November at the 
Point Grey Golf and Country Club in Vancouver. A very 
enjoyable evening was spent. The entertainment was light 
and humorous, with a military touch appropriate to the 
times. 

On 15th December the annual dance, open to members 
and their friends, was held at the Jericho Country Club. 
Eighty-seven couples attended and the evening was ac- 
claimed the most enjoyable and successful held thus far. 

At the time the current budget of the Institute was 
prepared, sufficient financial provision was made for a for- 
mal banquet in the early winter. However, after the out- 
break of war, it was believed that an informal dinner would 
be more in keeping with the circumstances of the time, 
and any saving thus effected should be donated to the Can- 
adian Red Cross. Consequently the Council has been able 
to vote the amount of the gross receipts from the dance 
of 15th December, namely $261.00, as a donation to the 
Canadian Red Cross. 


BOOK REVIEW 


THE CITY OF LONDON LIVERY COMPANIES 
By Bryan Pontifex 


(Published by Methuen and Company, Limited, London, 1939, 
102 pp., 6s. net) 


This book of about one hundred small pages, written by the “Past- 
Master of the Worshipful Company of Armourers and Brasiers” is 
plainly intended to inform the public of the great number, the antiquity 
and the present public services of the guilds of the City of London. 
Though the reader who wishes a detailed account of the economic and 
public functions of the mediaeval guilds must look elsewhere, he 
will find in the first part of this book much curious lore of liveries, 
hall marks, mysteries and such like. Probably its readers will be 
more surprised, however, by the statement of the present day activities 
of the livery companies given in Part II. These range from the 
performance of public functions still by a few guilds, through general 
philanthropy covering a wide range of worthy objects, to the specific 
task of the support of technical education. The training of appren- 
tices and technical people for the trades with which they formerly 
were associated is all that remains, for most of the London companies, 
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of their former tasks. 


is obviously of great importance, 
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roster of the companies in Part III serves as a convenient index. 


F, A. Knox. 


Kingston, 18th December 1939. 


OBITUARIES 


The Late Robert Easton Burns 


The Institute of Chartered Accountants of On- 
tario regrets to announce the death of Robert Easton 
Burns at Kingston, Ontario, on October 10th last, 
in his seventy-fourth year. 

The late Mr. Burns had been a member of the 
Institute for over twenty-eight years during which 
time he served on the Council from 1917 to 1929. He 
was elected a Fellow in 1931 and was President of 
the Institute for the year 1925-26. A resident of 
Kingston for over fifty years, Mr. Burns was, at 
the time of his death, senior partner in the firm of 
Burns & England, chartered accountants. 

To his wife, daughter and two grandsons, the 
Institute extends sincere sympathy. 


The Late Arnold Morphy 


The Institute of Chartered Accountants of On- 
tario regrets to announce the death of Arnold 
Morphy at Toronto on December 5th last. 

The late Mr. Morphy was admitted to member- 
ship in 1903 and in 1907 was elected to Council, 
continuing thereon until his retirement in 1924. 
From 1907 to 1919 he served as Secretary-Treasurer 
of the Institute and as President for the year 1922- 
23. In recognition of his many services he was 
elected a Fellow in 1916. 

To his two sisters who survive the Institute 
extends sincere sympathy. 
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Their support of technical and scientific educa- 
tion, now organized through the “City and Guilds of London Institute” 
The recital of the long list of the 
charities and schools supported by the several guilds provides an 
effective answer to the criticisms sometimes directed against them. A 
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STOCK BROKERS’ ACCOUNTS 


This series of discussions on the subject of stock brokerage ac- 
counting theory and practice has been prepared by a group of members 
of the profession familiar with the subject. They desire to have it 
understood that the definitions, opinions and observations appearing 
in this column are their own and are not necessarily those of the 
Dominion Association. 


(Continued from December issue) 


Long and Short Positions 


While the terms “long” and “short” are applicable to 
any transaction of buying and selling, their use has been 
confined almost exclusively to the brokerage business. Al- 
though they are applied to transactions of shares, bonds, 
grain and many other commodities, to simplify the discus- 
sion we shall use them only in reference to shares. 

A customer asks a broker to purchase a certain number 
of shares of a specified security at the market price. The 
customer may pay the entire cost or he may make a deposit 
on account, but in either case the customer is said to be 
“long” the shares purchased. The broker, as agent, records 
this as a “long” position in the purchaser’s account in his 
books. These, of course, represent shares which the broker 
owes to his customer. 

On the other hand, when a customer requests his broker 
to sell certain securities, and the said customer does not 
own an equivalent number of shares with which to make 
delivery, he is then said to be “short.” The broker enters 
this transaction as a “short” position in the account as 
shares which he has due him from his customer. 

All the security transactions in the broker’s accounts re- 
late to or arise from these two basic positions. For example, 
a customer is “short” 100 shares of X Company’s stock. 
To make delivery to the purchaser of this stock, the broker 
must either borrow from the Exchange Loan Post or fail 
to deliver the same number of shares to another broker. 
In both these cases, the broker records these as “long” 
positions with other parties, in that he owes them the stock. 
Similarly, when a customer is “long” certain stocks and 
has not entirely paid for them, it may be necessary for the 
broker to take some of these securities to the bank and 
borrow sufficient funds on them to cover the balance owing 
by the customer. Thus the broker owes the securities 
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(long) to the customer but at the same time, the bank 
owes him the hypothecated securities (short). 

These interlocking positions are summarized in the 
stock position record. In this book the “long” side repre- 
sents the parties to whom the broker owes stock and the 
“short” side where the securities are held, either in his 
own possession (vault, etc.) or by the parties from whom 
they are to be received (bank, clearing, transfer agent, etc.). 

The dual nature of stock transactions is quite apparent 
from the foregoing. The broker must not only record the 
receipt and disbursement of moneys but also account for all 
receipts and deliveries of stocks resulting in “long” and 
“short” positions. He is the agent not only for the money 
transactions but he acts as the trustee of the securities, 
necessitating a complete and accurate record of all the inter- 
related positions. 
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TERMINOLOGY DEPARTMENT 


The articles in this Department, unless otherwise stated, are or- 
iginally written by the Chairman of the Terminology Committee and 
submitted to the members thereof; they are afterwards revised by 
him after consideration of suggestions made by the members. 


If it should be thought that any articles include too much primary 
or elementary matter, readers are asked to realize that the Committee 
hopes these articles will be of especial value to Students-in-Accounts; 
and it is believed that, to impart a thorough understanding, too much 
emphasis cannot be placed on the fundamental principles on which 
the ideas connoted in the term defined are based. 


(Continued from December issue) 


Surplus: In its general sense the term means “That 
which remains when use or need is satisfied; more than 
suffices; overplus” (Annandale). Or, “What remains over; 
what is not required for the purpose in hand, especially 
excess of public revenue over expenditure for the current 
year” (Concise Oxford). Its antonym is “Deficit” (q.v.). 


Its use in accounting is defined by Professor Smails 
(Auditing, 2nd Ed.) as follows:—“In the broadest sense in 
which it is used by accountants and in popular usage the 
term ‘Surplus’ denotes the total excess of assets over li- 
abilities and capital.” 

This applies to incorporated companies; in the balance 
sheets of partnerships or single proprietorships the usual 
practice is to show the owners’ interest after adjusting the 
profits to their proprietorship accounts; thus the total 
proprietorship interest would be the actual surplus of as- 
‘sets over liabilities. There is usually no “Capital” in the 
usual sense in the cases of clubs, associations, societies, 
etc.; in the balance sheets of such organizations the excess 
of assets over liabilities is called “Surplus.” 


A surplus may arise from various sources and by various 
ways, and even before any specific requirements became 
statutory many companies made a practice of classifying 
it in divisions so that there would be no misunderstanding 
as to the amounts available, either as a matter of course 
or after meeting certain requirements, for dividend pur- 
poses. Most Companies Acts now prescribe certain classi- 
fications and require that these be observed for balance 
sheet purposes. Those so prescribed by the Dominion Act 
are Distributable Surplus, Capital Surplus and Earned Sur- 
plus. 
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DISTRIBUTABLE SURPLUS — A term used in the Dominion 
Companies Act and several provincial acts to designate that 
part of the consideration received for shares without nom- 
inal or par value set aside by the board as distributable 
surplus, (a) as provided in the contract for subscription, 
not to exceed 25% of the amount of the subscription and 
(b) in the case of the requirements of a going concern, 
not exceeding the unappropriated balance of the realized 
net profits of such concern immediately before such ac- 
quisition. (See Dominion Companies Act, 1934, sec. 12, 
s.s. 7, as amended 1935). 

It is required under the Dominion Companies Act that 
at each annual meeting the directors shall lay before the 
shareholders a statement of distributable surplus, showing 
the balance from the previous year, any subsequent charges 
or credits and the balance at the end of the year. (Sec. 
112, s.s. 1 (c).) 

It is also required under Sec. 77, s.s. 1 (v) that every 
prospectus issued by or on behalf of a company must state 
the amount set aside as distributable surplus. 

For annual accounts or balance sheet purposes, the use 
of the term should be limited strictly as set out above. 

CapitaL SurpLus—A term for any surplus except (a) 
earned surplus and (b) “distributable surplus” according 
to the application of the term in companies formed under 
the Dominion Companies Act and those of certain Provinces. 
It is usually desirable in drawing up balance sheets that 
the source or sources of Capital Surplus be indicated. Of 
such surpluses the following are some examples :— 

1. Excess of book value over cost of shares of sub- 
sidiary companies when not applied in reduction of fixed 
assets (in consolidated balance sheets). 

2. Profits on re-sale of treasury stock, (i.e. donated 
stock). 

3. Excess of asset values over cost, whether paid in 
cash or shares, if such values are set up; whether so 
shown at the time of purchase or as the result of sub- 
sequent appraisal. 

4. Profits made by capital assets being sold for more 
than their book value; including fire loss adjustments. 
But see also definition of “Earned Surplus.” 
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5. Surplus which arises from the setting aside of 
available profits for the redemption of preferred shares, 
where such is provided for in the charter. The Dominion 
Companies Act provides (Sec. 61) that “the surplus re- 
sulting from such redemption or purchase for cancellation 
shall be designated as a capital surplus, which shall 
not be reduced or distributed by the company except as 
provided in sections 49 to 58, both inclusive, of this Act.” 
These sections specify the requirements for reduction of 
capital. 

EarRNED SurpLus—Earned surplus represents the net 
profits from the operations of the company, and is the re- 
mainder of such net profits, net income and gains, after 
deducting losses and distribution to stockholders. 

It has been held that “accretions to capital, when real- 
ized, may be brought into the profit and loss account and 
dealt with accordingly.” (Lubbock v. British Bank of S.A.; 
Foster v. New Trinidad Co.) It is submitted here that gen- 
erally such profits belong to capital surplus, and should not 
be brought into earned surplus unless and until it is defin- 
itely determined that the remaining capital assets are fully 
worth their book value. (See Smails, Auditing, 2nd Ed., 
page 27). 

Surrender Value: The amount which will be paid by a 
life assurance company on the cancellation of a policy before 
maturity. 


Suspense Account: One to which items are temporarily 
' posted until some decision is made as to their final disposi- 
tion. 

It is also used to carry items of estimates or computa- 
tions brought into account at the end of a financial period 
to be reversed at the beginning of the next, (see “Reversing 
Entry’) and special suspense accounts are sometimes set 
up to carry individual charges to one operation (e.g., an 
addition to buildings) so that the whole amount can be 
transferred to the appropriate account on completion. 

Syndicate: A body of commercial or financial companies, 
firms, or individuals, of a temporary character, formed to 
forward some common enterprise or interest. 
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STUDENTS’ DEPARTMENT 
R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


Memories of the notorious “Pepper Pool” case are stir- 
red by the concern which the New York Stock Exchange 
has shown over the problem of how best listed companies 
may convey to their shareholders the position with respect 
to forward purchase commitments. The Exchange feels 
that the following practices would be desirable in relation 
to annual (as distinguished from interim) reports: 

(1) That each corporation should clearly advise its 
stockholders whether, as an incident to the conduct of its 
business, the corporation does or may enter into future 
commitments for the purchase and sale of commodities 
(such as rubber, cotton, wool, sugar, wheat, etc.) to such 
an extent that the amount of its commitments outstanding 
is or may at any time become a material fact in the corpor- 
ation’s position. 

If stockholders have not already been informed as thus 
suggested, the information should be given in the next 
annual report. 

If, after having once made a statement on this subject, 
there should be a change of practice, that fact should be 
indicated in the annual report next following such change. 

(2) (a) If, at the end of any fiscal year, purchase com- 
mitment prices exceed current purchase prices to a material 
extent (assuming that a free market for similar com- 
modities can fairly be said to exist), the corporation should 
disclose what is the approximate amount of the indicated 
excess of prospective cost of commodities at commitment 
prices over the value at market prices, and what amount 
of reserve has been provided or is available at the close of 
the fiscal year in respect of such difference. If and to the 
extent that purchase commitments are offset by firm sales 
commitments to responsible buyers, no reserve would be 
necessary, but it would be desirable that this fact should 
be disclosed. 

If prices have fallen, but there is no free market for 
commodities similar to those covered by commitments, the 
circumstances should be sufficiently described in the report 
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to make the situation readily understandable to stock- 
holders. 

(b) The procedure above outlined (which is analogous 
to that of valuing inventories at cost or market whichever 
is lower) is, the committee believes, in accordance with ac- 
cepted accounting practice.’ 

* 


STUDENT ASSOCIATION NOTES 
BRITISH COLUMBIA 

The following members of the Students’ Society have 
joined His Majesty’s Canadian Forces: 

Ian H. Bell, Second Year student with Robert Bell, C.A. 
—Naval Service at Esquimault as Sub-Lieutenant, Acting 
Lieutenant. 

Ecroyde Claxton, Fifth Year student of Kamloops—R. 
M. Rangers, 1st Battalion, at Robson, B.C., as Lieutenant. 

P. F. Dockerill, Fourth Year Student with Riddell, Stead, 
Graham and Hutchison—1st Searchlight Regiment, R.C.A., 
C.A.S.F., at Vancouver, as Lieutenant. 

George A. Knox, Fifth Year student with Price, Water- 
house, & Co.—Irish Fusiliers (Vancouver Regiment), at 
Vancouver, as Lieutenant, Acting Captain Paymaster. 

Ralph Worsley, First Year student with Peat, Marwick, 
Mitchell and Co.—3l1st Battery, R.C.A., at Vancouver. 

The Final (Accounting and Auditing) and Intermediate 
examinations were held at the I.0.0.F. Hall in December. 

_The new printed examination papers were generally admit- 
ted to be easy to read, and the stability of the new tables 
was much appreciated. 

While on the subject of examinations, we should like to 
say that many of our members have expressed their ap- 
preciation of the ‘Problems and Solutions’ department of 
this magazine. While these problems have always pro- 
vided useful practice for students, they were found to be 
especially valuable in preparing for the examinations just 
past. For the first time the British Columbia student has 
had to prepare himself for examination on problems arising 
from accounting and auditing practice in Canada, and not, 

as formerly, for those of his own West alone. 


* * 





1Letter to the Presidents of Corporations Having Securities listed 
on the New York Stock Exchange from the Committee on Stock List, 
January 14, 1938. 
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QUEBEC 

The Students’ Society of the Province of Quebec held 
its Annual Smoker on Wednesday, December 13th, in the 
Windsor Hotel, where the students, relaxing after the 
pressure of examinations, enjoyed an evening of fun and 
fraternity along with many senior members, who forgot 
for a few hours their austere mien produced by the cares 
of tending to their professional ethics. The programme 
commenced with horse-racing which was judged by three 
members of The Society of Chartered Accountants, Presi- 
dent Alex. Ballantyne, Hon. Secretary-Treasurer C. F. 
Elderkin and Mr. C. G. Wallace. After an exhibition of 
tumbling and clowning by Mr. Orlick and his Y.M.C.A. 
troupe, the near two hundred members joined in a sing- 
song led by Miss Adelaide Cooke, accompanied at the piano 
by Mr. Norman Jennison. An excellent floor show starring 
Mr. Jack Waud, former performer with the Red and White 
Revue rounded off the programme, which was organized 
under the able chairmanship of Mr. Hugh B. Savage, C.A. 

The Secretary of the Society has sent word that the fol- 


lowing are now engaged in activities arising out of the 
participation of Canada in the War. 

Lieut. Kenneth L. Johnson, R.C.N.V.R., is now on active 
naval service. 

Major J. M. Anderson is serving with the 7th Field 
Battery, R.C.A., First Division, C.A.S.F. 


* * * 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by a practising 
chartered accountant of the Institute from whose examinations the 
problem is taken and represent his views and opinions. They are 
designed not as models for submission to the examiner but rather 
as such discussion and explanation of the problem as will make its 
study of benefit to the student. Discussion of solutions presented 
is cordially invited. 


PROBLEM I 
THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 
SASKATCHEWAN 
INTERMEDIATE ACCOUNTANCY, 2nd PAPER, DECEMBER 1939 
Question No. 5 
The following were the ledger balances of the Saskatchewan Trad- 
ing Company Limited, at December 31st, 1938: 


Capital stock, common $100,000.00 
Capital stock, 5% preferred 76,000.00 
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NN SRNR 255555 Ao osm Stn Bic digs Sud ale neat aa Rial R OE 110,000.00 



















MN IS ors. ssace sy ds Rieke HSE Ga Saisie elke eG .. 10,000.00 
MNES ro 6 1g gid tings ena s0ablaia 2S Ho ards Ae rEIN 3,600.00 
NA SPs oc ote Scrshahw tiavaucteaWiS ard bv ardae Reale aise 4/0 10,000.00 
Surplus (Credit balance at January 1st, 1938) .... 1,500.00 
Gross profits of departments ..................... 111,000.00 
UO, MT OUMOSIONE: 6iiocis sad sisicaewesancdaenses 56,000.00 
ROCCrIM TIVIGONGS PAIG oc k 6 occ cece ceaseess 4,400.00 
IMMUN No ob co seichsan caliph p64: Ga CRS RS 200,000.00 
Bills receivable ....... aly eng ras tee aan wie te Ble Steere ats 5,000.00 
So re 6,200.00 
MEI ine oie y bse sind gus bare oredene ge agals 25,600.00 
SINE I, fogs hee 4 acd Sawa dbe paw es soieedosss 1,300.00 
I ts eae Sid iG args! oo ha Siwlszc a ARR rdw oe Seaman 50,000.00 
SONNE PRE WRBOS oo oie cio siocedeadaceeuleeceme 31,400.00 
Interest and discount debit ....................... 90.00 
NN I 6 ovis eo a WAG beefs oid Susie rarer is ao ield as 12,000.00 
Warehouse, travelling and other expenses .......... 24,600.00 
aN EN is cee Sr ak A ge Ba tes lays avin 1,210.00 
Been SU WTECCCEE OEE is 55s os hoc edo ae be eee ewds 3,400.00 
mepairs to plant and fixtures ....... 26. .06.0..0555- 900.00 






The following provisions have to be made: 


$2,000.00 Bonuses to employees 
$6,000.00 Merchandise contingency reserve 









5% Interest on bank loan 

10% Depreciation on plant and fixtures 

2%% Provision for discount on book debts 

3% Provision for losses on book debts and bills re- 
ceivable 





24%4% Off trade creditors for discount. 

Complete the Profit and Loss Account and the Balance Sheet and 
make up a Surplus Account as at December 31st, 1938. Prepare a 
statement of proposed distribution of Surplus, assuming that a divi- 
dend for the year of 10% and 5% on the common and preferred stock 
respectively will be recommended, and a transfer of $6,000.00 made 
to reserve. 











SOLUTION 


Saskatchewan Trading Company Limited 
Profit and Loss Account 
Year Ended December 31st, 1938 


Departmental Arrows: PLORG svc a ei oscci si sve cccesies ees $111,000.00 
Provision for discount on trade creditors ............... 2,750.00 


113,750.00 













Less Expenses: 









ERE, OD. a Nass de Ae oss WOT ewsesns $ 1,210.00 
BONUSES —CMIPIOVORD ook cies csiececcsewcvess 2,000.00 
Depreciation on plant and fixtures ........... 620.00 
Discount on book debts provided for .......... 5,000.00 
PRUBPGRE GAG GISCOUNE oi oiekis60 60.0 0.sswenswieweene 590.00 
Merchandise contingency reserve ............. 6,000.00 
Provision for loss on book debts and bills re- 

RINNE ays lee in ah 3h Ka NOR RSRa AREA CR 6,150.00 






PRE EOE Siri bs ek Sas Kb Eda wees ba Maw se 
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Repairs to plant and Axtures ......... 60060500 900.00 
NOUNS RENEE RUNS i cas 5 ose w Waw bo aa SAN Slab os 31,400.00 
Warehouse, travelling and other expense ..... 24,600.00 90,470.00 
ee SINNER ORE os ciao sa as eyed ws io wisi wie wes $23,280.00 





Surplus Account 


palance forward Janunry ist, BOSS «.....sicssicccvcnsccsces $ 1,500.00 
Net profit for year from Profit and Loss Account ........ 23,280.00 

24,780.00 
BOER: ROTI WIVIOOES DME os 2 cbse sn aesncetasicceccc’ 4,400.00 
SERIA SIP ODO NAOT BIB, SRG: oes oss ios Sain sys ee oe eae's $ 20,380.00 


Re Bad Debts Written Off 

Provision for bad debts is a reserve to take care of bad accounts 
and such accounts should be written off against this Reserve. The 
receivables in this case must be in particularly good shape, as no 
reserve for bad debts appears amongst the ledger balances. However, 
if the candidate felt justified in writing off bad debts as an expense 
and making the 3% provision in addition, an explanatory note sup- 
porting his opinion would, no doubt, be in order. 
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Statement of Proposed Distribution of Surplus 
as at December 3lst, 1938 


SUNN Pe LPR Re Aes cae aoe ira kiwis Gusta $20,380.00 

Add Interim dividend paid ................... 4,400.00 
$24,780.00 

10% Dividend on common stock .............. $10,000.00 

5% Dividend on preferred stock ............. 3,800.00 

MOE OTIS scones o 55s aida bdiencoke ee ces 6,000.00 19,800.00 

ERI EO RET GOPIID 5ooe Sos cee SS sae ais ss sew cwasods $ 4,980.00 

PROBLEM II 


THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 
SASKATCHEWAN 


FINAL ACCOUNTING, NOVEMBER 1939 


The creditors of the Blank Company Limited appoint a trustee 
to operate the business for a period of one year with instructions to 
realize assets and liquidate liabilities if advisable. The Balance Sheet 
of the firm, as at January Ist, 1938, was as follows: 


Assets Liabilities 
ORS ca Ric aoeeawes $ 450.00 Mortgage payable ..... $100,000.00 
Accounts receivable ... 115,000.00 Notes payable ........ 135,000.00 
Notes receivable ...... 15,000.00 Accounts payable ..... 105,000.00 
Materials and supplies. 95,000.00 Interest accrued on 
Furniture and fixtures. 10,000.00 TOTIBORS: 2.555565 1,250.00 
Machinery and tools .. 75,000.00 Taxes accrued 
Land and buildings ... 125,000.00 (estimated) ........ 835.00 
' @apital stock ........5. 93,365.00 
$435,450.00 $435,450.0 





The Trustee collected the following: 
Notes receivable outstanding January 1, 


SR ees ocho rh ooo sd kee aes s oa $ 15,000.00 
Accounts receivable outstanding January 
BEBE oer cine Geto w sein SS GSS bie sees ess 106,500.00 
SURMMIUMREON: ohn c aC Wkisisows oa ares eee ale 5,435.00 
BOSE NOtOS TORBIVADIS onc. cc ccicsacces 13,500.00 
1938 Accounts receivable ............... 212,000.00 $352,435.00 
The Trustee made the following payments: 
PS NOME cc cis an huss ohne eases s 25,000.00 
BNE RNID anascekcseaskewessscas- 35,000.00 
Interest on mortgage, 1 year at 5%...... 5,000.00 
UMS eRe e ei nis cc sae ies Kare ee 865.00 
Biaberial GNA SUMVUSE .o.. nes ccwsee eee 98,000.00 
MURR cc PIR Me ois cite Nine Wie td 6 aio pele ide Ow w8e 135,000.00 
SRS AIIIIEN 85555. 5c bs ee Nee ee one 45,000.00 
Interest—Bills payable to September 30, 
ROBBUBL IED: Sonos salen scien beweseulstss 2,800.00 346,665.00 





STUDENTS’ DEPARTMENT 


The following additional transactions took place: 


See REE So SS i ne vanewee eer $335,000.00 
Bad debts written off prior to January 

2, TBS iicss Susie one alerca ean anes 8,000.00 
Bad debts written off 1938 .............. 2,000.00 
Discounts and allowances to customers 

prior to January 1, 1938 ............ 500.00 
Discounts and allowances to customers 

SUI 5s waiee cae ose PASS estes 300.00 
Notes receivable from customers ........ 20,000.00 
Notes given to creditors ($110,000.00 being 

PII) crac seabed toes vad 180,000.00 
Inventory raw materials December 31, 

ee sree es as Sais eee 92,000.00 


Prepare statement to show: 
(a) Realization and Liquidation account which includes a section 
showing current year’s operations. 
(b) Balance Sheet as at December 3lst, 1938. 


Suggested Solution 
Realization and Liquidation Account 
(including Trustee’s Charges and Credits) 


ASSETS TO BE REALIZED LIABILITIES TO BE LIQUIDATED 






























































Accounts receivable .... $115,000 Notes payable .....cscccssescsesssee $135,000 

Notes receivable 15,000 Mortgage payable .- 100,000 

Materials and supplies 95,000 Accounts payable «- 105,000 

Furniture and fixtures 10,000 Taxes accrued .... si 835 
Machinery and tools 75,000 Interest on mortga ued 1,250 $342,085 

Land and buildings ............ 125,000 $435,000 oe 

a ASSETS REALIZED 

‘ LIABILITIES LIQUIDATED Notes receivable .- 15,000 
Notes payable ww 25,000 Accounts receivable .. «- 106,500 121,500 

Accounts payable . 35,000 —_—— 

Taxes accrued “= 835 
Interest accrued on mortgage 1,250 62,085 ASSETS NOT REALIZED 

_- Furniture and fixtures 10,000 

LIABILITIES NOT LIQUIDATED Machinery «- 75,000 
Notes payable -- 110,000 Land and buildings .. .« 125,000 210,000 

Accounts payable . 70,000 ——— 
Mortgage .-...+-seecereesee 100,000 280,000 673,585 

_—_—— SUNDRY CREDITS 

777,085 Credit sales 335,000 

SUNDRY CHARGES Cash sales 5,435 

Purchase of materials .......... 168,000 ae 

NUE sacsssctecaseasucnssetotines 340,435 

General expenses LESS 
Interest on mortgage Bad debts 

(including accrued) 5,000 Discounts 2,300 

Interest on notes ...... 2,800 —- 

Taxes—balance 1937 30 338,135 
Taxes—1938 estimate ... 865 356,695 IEE siitiiccctteeenennn 92,000 430,135 
Net Loss .... 30,060 
$1,133,780 $1,133,780 
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THE CANADIAN CHARTERED ACCOUNTANT 


The Blank Company Limited 
Balance Sheet 
As at December 31st, 1938 


ASSETS 
Cash in possession of trustee ... $ 6,220.00 
PIOUES TPOCBIVAUIO .ics nek sc desc $ 6,500.00 
Accounts receivable ............. 100,700.00 107,200.00 
Inventory of materials and supplies 92,000.00 $205,420.00 
Land and buildings ............. 125,000.00 
Machinery and tools ............. 75,000.00 
Furniture and fixtures .......... 10,000.00 210,000.00 
$415,420.00 
LIABILITIES 
DONS ORNTUS ioc ake see cneacwaes 180,000.00 
Accounts payable ............... 70,000.00 250,000.00 
MOriSase PAVADIC ....6cc.cescee. 100,000.00 
Accrued interest on mortgage .... 1,250.00 
ASO CARDS 66.5066 4.sh50554.550305 865.00 2,115.00 $352,115.00 
Capital January Ist, 1938 ........ 93,365.00 
Deduct Losses as per realization 
RIMIDIINE si'5 sees s Oss eGe wer 30,060.00 63,305.00 
$415,420.00 
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